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INTRODU CTO RY N O TE
In this volume appears the text of examination problems and
questions in Accounting Practice, Theory of Accounts, Com
mercial Law, and Auditing, set by the board of examiners of
the American Institute of Accountants beginning with the
papers of May 1942 and including those of November 1944.
This is the sixth volume of its kind. The five prior ones con
tain all problems since 1917.
While no official answers are ever published by the Insti
tute, students and candidates may derive benefit from a review
of the unofficial answers by Messrs. H. P. Baumann and
Spencer Gordon, published from time to time in The Journal
of Accountancy. Consequently, following the precedent estab
lished in 1931, the American Institute Publishing Co., Inc.,
now brings forth a new book containing the answers to the
questions included in this volume. All of these answers have
appeared in The Journal of Accountancy.
J ohn L. Carey, Secretary
March, 1945.

Examinations of May, 1942
Auditing
May 14,1942, 9 a.m. to 12:30 p.m.
Answer all questions.
No. 1 ( 4 p o in ts):
Briefly state the purposes of the examination of accounts
payable vouchers and entries thereof in the voucher register.
No. 2 ( 8 p o in ts):
In what circumstances may an auditor, without qualifying
his report, follow the recently extended auditing procedures
with respect to the verification of inventory quantities at a
date other than the date of the balance-sheet?
No. 3 (1 2 p o in ts):
In connection with the verification of cash in bank, outline
a test audit procedure of cash records to reveal the following
irregularities:
(a) Improper borrowings or temporary misappropriations
during the period under review which have been restored
before the close of the period; and
(b) Misappropriation of accounts receivable collections in
process at the dose of the period by “kiting” or “over
lapping” receipts.
No. 4 ( 4 p o in ts):
Give a procedure for the verification of the transactions in a
sinking fund for the redemption of bonds, where the fund is
in the custody of an independent trustee.
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No. 5 (1 2 points) :
Outline an auditing procedure for the verification of the
issued capital stock of a corporation which does not employ
an outside registrar or transfer agent, and which you are
examining for the first time. Also outline a procedure for
subsequent examinations.
No. 6 (8 p o in ts):
How would you recommend that the following items be
presented in a balance-sheet? Give an alternative treatment
which you would consider permissible for each.
(a) Dividends in arrears on cumulative preferred stock.
(b) United States Treasury tax notes purchased for payment
of federal income and excess-profits taxes.
(c) Treasury stock purchased at a premium.
(d) Treasury bonds in sinking fund purchased at a discount.
No. 7 (1 2 points):
Give at least four independent statements of principle under
each of the three following headings which would guide you in
the installation of an adequate system of internal check and
control in a fair-sized merchandising concern:
(a) Cash receipts.
(b ) Cash disbursements.

(c) Accounts receivable.
No. 8 (4 points) :
State eight instances in which it is necessary to examine
the minutes of stockholders’ or directors’ meetings for the
verification or authorization of transactions, and the particu
lars you would note about each.
2
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No. 9 (1 2 points):
An estate has been in the process of administration for
several years and has maintained regular books of account.
Federal estate and state inheritance-tax returns have been
filed; all debts, expenses, taxes, and legacies other than the
residue have been paid; and the balance is now ready for
distribution.
You are engaged by the executor to audit the accounts and
prepare his accounting for submission to the probate court.
He informs you that his relations with the residuary legatee
have not been amicable, and objections to the accounting are
anticipated.
Outline the procedure you would follow for this engagement.
No. 10 (8 p o in ts):
A manufacturing concern maintains a sales register and a
separate register of returned sales and allowances to custom
ers. Both are supported by a file of prenumbered duplicate
invoices and credit memoranda, respectively.
Outline an auditing procedure for the verification of the net
sales for the year.
No. 11 (1 2 points):
In tracing checks to the cash disbursements book you find
unentered in the last month of the year under review a series
of ten checks, none of which has been returned by the bank.
Inquiry reveals that the checks in question were signed in
blank by the treasurer and given to the vice president in
charge of sales, who was making an extended business trip
which ended two weeks after the close of the fiscal year. He
had requested the signed checks, which would then only re
quire his countersignature, to avoid carrying a large amount
3
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of cash customarily expended on such trips for the usual trav
eling expenses, and for entertaining customers and prospects.
Outline or briefly explain the following:
(a) Additional auditing procedures you would follow in view
of this practice; and
(b) Recommendations you would make to your client to
accommodate the vice president’s desires in an accept
able accounting manner.

No. 12 (4 points):
Briefly state the extent of the auditing procedure implied by
a public accountant who renders an unqualified standard shortform report, sometimes designated as the short-form certificate
or opinion.
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Accounting Theory and Practice —Part I
May 1 4 , 1942, 1 :30 to 7 :30 p.m.
Solve all problems.

No. 1 (18 points):
From the following data prepare:
(a) Consolidated balance-sheet of December 31, 1941.
(b) Statement of minority interests.
( c ) Statement of consolidation surplus and goodwill.
Also submit work sheets.
On December 31, 1940, the Rockford Radio Company
bought 90 per cent of the $500,000 capital stock of the Elgin
Supply Company for $370,080, and 80 per cent of the $200,000
seven per cent preferred stock of the Peoria Phonograph Com
pany for $176,000.
The Elgin Supply Company had acquired previously (De
cember 3 1 , 1939) 90 per cent of the $200,000 common stock of
the Peoria Phonograph Company for $126,000.
The following balance-sheets are presented, together with
other data, viz.—
R ockford R adio Company
Balance-sheet December 31, 1941
Investments
A ssets
Elgin Co.....................................................................
Peoria Co....................................................................
Notes receivable
Peoria Co....................................................................
Other assets (net) ....................................................

$ 397,080
187,200
20,000
708,520
$1,312,800
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Liabilities.
Accounts payable
Peoria C o .................................................................
Capital stock
P referred ...................................................................
Common ..................................................................
Earned su rp lu s.......................................... .................

$

10,000
400,000
800,000
102,800

$1,312,800

1. Rockford consistently takes upon its books its share of
Elgin’s book profits.
2. The difference of $5,000 between the current accounts of
Rockford and Peoria represents Peoria merchandise in transit
to Rockford.
E lgin S upply Company
Balance-sheet December 31, 1941
A ssets
Investments
Peoria Co. .....................................................................
Notes receivable
Peoria Co........................................................................
Other assets (net) .........................................................

$126,000
10,000
400,000
$536,000

Liabilities
Notes receivable discounted........................................
Capital sto c k ....................................................................
S u rp lu s..............................................................................

$ 10,000
500,000
26,000
$536,000

3. Elgin does not take upon its books its share of the Peoria
profits but credits to income the Peoria dividends when re
ceived.
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4. Elgin made a profit of $50,000 in 1941, before considering
income from its investment in Peoria, and on December 20,
1941, paid a dividend of 4 per cent ($20,000) on its $500,000
capital stock.
P eoria P honograph Company
Balance-sheet December 31, 1941
A ssets
Goodwill ...........................................................................
Accounts receivable
Rockford Co..................................................................
Other assets (net) ................................ ........................

$ 20,000
15,000
425,000
$460,000

Liabilities
Notes payable
Rockford Co..................................................................
Elgin Co.........................................................................
Dividends payable
Preferred ......................................................................
Common .......................................................................
Capital stock
7% P referred ...............................................................
Common .......................................................................

$ 20,000
10,000
14,000
16,000
200,000
200,000
$460,000

5. Peoria made a profit of $20,000 in 1940, which was paid
out in dividends that were duly received by the shareholders
before December 31, 1940.
6. Peoria made a profit of $30,000 in 1941 and on December
20, 1941, declared dividends of 7 per cent on the preferred
and 8 per cent on the common stock, both payable January
10, 1942.
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Provision had been made by the three companies for all
known liabilities and accruals, including 1941 federal income
and excess-profits taxes.
No. 2 (1 2 p o in ts):
Morton and Norton were retail dry goods merchants and
operated a cash store, no credit being extended to customers.
The business was conducted as a partnership in which Morton
had a two-thirds and Norton a one-third interest (capital as
well as profits). The accounts were currently kept on a cash
basis but at the end of each year they were adjusted to the
accrual basis. At that time the profits were divided in the
above ratio and credited to the partners’ capital accounts.
Life insurance was carried in the amount of $10,000, pay
able to the partnership upon the death of either member. The
premiums paid were charged to expenses and no account
was taken of surrender values.
The stock of merchandise was insured for $45,500 and the
store and office fixtures for $9,500. The two policies were
carried with different companies and both were written with
the 80 per cent coinsurance clause. Under the standard 80
per cent clause the insurance company “shall not be liable for
a greater proportion of any loss . . . than the sum hereby
insured bears to 80 per cent of the actual cash value of said
property at the time such loss shall happen.”
A fire occurred in the early morning hours of February 1,
1942, in which Mr. Morton lost his life. The fixtures were a
total loss, but part of the merchandise was salvaged and was
agreed with the adjusters to be worth $17,000. A few days
after the settlement it was sold for $17,500.
The books of account had been saved and were used as an
aid in arriving at a settlement of the fire loss. The following
8
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trial balance was drawn off before any adjustments had been
made:
Cash ........................................................... ..........
Inventory, December 31, 1941.............. ..........
Store and office fixtures........................ ..........
Reserve for depreciation........................
Unexpired insurance.............................. ..........
Accounts payable ..................................
Morton c a p ita l........................................
Norton capital ........................................
S a l e s ..........................................................
Purchases ................................................ ..........
Expenses .................................................. ..........

Cr.

D r.
$ 20,256.57
61,328.20
18,000.00
$

7,230.00

280.00
7,928.75
58,475.78
29,237.89
15,320.50
14,396.15
3,932.00
$118,192.92

$118,192.92

The books showed that 30 per cent gross profit had been
made in the preceding two years and this percentage was
agreed upon with the adjusters as a basis for calculating the
value of the inventory. It was also agreed to accept the de
preciated book value of the fixtures as their value at the time
of the fire.
There had been no capital expenditure in 1942, and depre
dation had been provided at the rate of 8 per cent per annum
to December 31, 1941.
The item of unexpired insurance was carried forward from
December 31, 1941, being applicable to the succeeding eight
months.
The expenses include the partners’ January salaries. All
liabilities outstanding on January 3 1 , 1942, had been recorded.
The fire loss was determined on the basis of the foregoing
data and in accordance with the terms of the policies, and the
entire amount thus agreed upon was collected in February.
Also the life insurance was promptly settled in that month.
The firm then paid its liabilities and dissolved after dividing
9
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the cash—its only remaining asset—between the two owning
interests.
Prepare a columnar work sheet, clearly showing the adjust
ment of the above trial balance in accordance with the data
given, the operating results in the month of January as dis
tinct from the fire loss, the amount of the fire loss, and the
final liquidation of assets and liabilities other than cash, thus
leaving on the books only the cash and the two capital
accounts.
Submit calculations of inventory value and recoverable fire
loss.
No. 3 (1 2 points):
From the following trial balance, operating and other data
prepare the December 31, 1941, balance-sheet of the Brandon
Manufacturing Company and a statement of profit and. loss
for the year ended on that date.
O pening T rial B alance J anuary 1, 1941
D r.
C a sh .......... .................................................................. $ 3,000
Accounts receivab le.................................................
15,700
Raw m aterials...........................................................
55,000
Goods in process.......................................................
8,350
Finished goods .........................................................
154,500
Deferred charges .....................................................
1,100
Land ...........................................................................
40,000
B u ild in gs.....................................................................
94,000
Reserve for depreciation of buildings................
Machinery and equipm ent.....................................
81,000
Reserve for depreciation of machinery and
equipm ent...........................................................
Four per cent notes payable...................................
Accounts p a y a b le.....................................................
Five per cent cumulative preferred stock..........
Common stock .........................................................................
Deficit .........................................................................
52,850
$505,500
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$ 14,000

270,000
20,500
100,000

80,0
$505,500
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O perating and O ther D ata
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.

15.
16.
17.
18.
19.

N et sales .................................................................................
Increase of raw materials inventory...................................
Purchases of raw materials...............................................
Labor .......................................................................................
Manufacturing expenses .....................................................
Buildings were acquired January 1, 1934; estimated
life on that date 47 years.................................................
Machinery and equipment were acquired January 1,
1934; estimated life on that date 27 years....................
Increase of materials in process inventory....................
Decrease of finished goods inventory..............................
Selling expenses ...................................................................
Administrative expenses (including capital stock tax)
Collected from customers.....................................................
Paid to trade creditors.........................................................
Notes payable donated to the company by the owners
on January 31, 1941, and cancelled..............................
(Interest was paid on these notes to date of cancella
tion. A ll other notes were renewed as they became due
and no other borrowing took place in 1941)
Interest on notes was paid in 1941 to the amount o f. . . .
Deferred charges, December 31, 1941, represented by
unexpired insurance on plant..........................................
Purchase of $5,000 U. S. savings bonds in December,
1 9 4 1 .................................. .................................................
Donated to the Red Cross...................................................
The opening deficit is made up as follow s:
Profit
Loss
1934 .......................... ........................ $16,000
18,000
1935 .......................... ........................
$ 2,500
1936 ..........................
17,000
1937 ..........................
10,000
1938 .......................... ........................
15,000
1939 .......................... ........................
13,350
1940 .......................... ........................
$72,350
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$19,500

$550,000
64,000

347,000
60,000
35,900

20,000
36,000
35,000
26,000
520,700
347,500
45,000

6,650
1,500
5,000
2,000

$ 52,850
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20. The normal and surtax rates applicable to the 1941 net income a re:
Normal tax—
24 per cent on the net income
Surtax—
6 per cent on the net income not in excess of $25,000
7 per cent on the net income in excess of $25,000
21. For the purposes of this problem the declared value excess-profits
tax and the excess-profits tax should be ignored
22. During its entire existence the company had no capital gains or
losses, nor were there any other items of income or expense that
would affect the calculation of the “net operating loss deduction”
23. The company’s annual statements had been correctly prepared from
year to year since its organization on January 1, 1934, and all tax
returns had been accepted by the Internal Revenue Bureau as filed.

No. 4 (8 points) :
The report of the City of Glendale for the fiscal year ended
March 3 1 , 1942, includes the following comparative statement:
General Fund

Capital Fund

March 31 March 31 March 31 March 31
1942
1941
1942
1941
A ssets
Cash in banks.................. ...
Uncollected taxes ..............
Accounts receivab le..........
Sinking fund cash................
Deferred charges to future
taxation ............................
General fund deficit............
Liabilities
Notes p ayab le......................
Accounts payab le................
Reserve for doubtful acc o u n ts.................................
Bonded indebtedness..........
General fund surplus..........

$ 12,000 $ 14,000
84,000
72,500
8,200
21,000
$
—

—
—
—
5,000 $

1,000

—
—
340,000
205,000
20,000
—
—
$ 104,200 $ 127,500 $345,000 $206,000
$ 50,000 $ 120,000
8,000
7,500

—

—

—
—
—
600
—
—
$345,000 $206,000
45,600
—
—
—
$ 104,200 $ 127,500 $345,000 $206,000
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The following additional information is disclosed concern
ing budget and transactions in the year ended March 3 1 , 1942:
Estimated revenues .............. . ......................................................

$250,000

Actual revenues....... ............................................................

222,200

Appropriations (including $4,000 to sinking fund and $11,000
for retirement of b on d s).............................................................
Expenditures ....................................
Serial bonds issued (at par) to fund operating deficit (the
proceeds were used to liquidate general fund liabilities). .
Serial bonds retired through general appropriations..............
Bonded indebtedness March 31, 1941, represented b y :
Serial bonds ............................................................. $111,000
Sinking fund bonds...................................................
95,000

260,000
306,000
150,000
11,000

206,000

N o reserve for uncollectible taxes to be considered. ------------

From the foregoing, based on principles of municipal report
ing, prepare:
(a)
(b)
(c)
(d)

Fund balance-sheet of March 3 1 , 1942.
Statement of general fund cash.
Statement of general fund surplus.
Statement of bonded indebtedness.
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Commercial Law
May IS, 1942, 9 a.m. to 12:30 p.m.
Reasons must be stated for each answer; no credit will be
given for an answer unsupported by a statement of reasons.
Whenever practicable give the answer first and then state rea
sons. Answers will be graded according to the applicant’s
evident knowledge of the legal principles involved in the ques
tion rather than on his conclusions.
GROU P I
Answer all questions in this group.
No. 1 (1 0 points):
W hat limitations, if any, are imposed on the power to make
legally binding contracts in each of the following classes:
(a) A person who at the time of making what purports to be
a contract is drunk;
(b) A person who at such time is obviously of unsound m ind;
(c) A corporation;
(d) A person who legally is an infant.
No. 2 (1 0 points) :
P, a wholesaler, appointed B as his general agent for the

sale of flour in Chicago and instructed him not to sell below
the market price and not to give the usual warranties of qual
ity which were given by other salesmen in the Chicago area.
In violation of these instructions B sold flour to C at less than
the market price and with a warranty of quality similar to
that given by other salesmen. The flour was delivered to C
who paid for it at the reduced price. It was not of the quality
14
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represented. W hat are the rights of the parties as against
each other?
No. 3 (1 0 p o in ts):
(a) Is the sharing of gross income from property jointly
owned stronger evidence of the existence of a partnership
than is the sharing of net income therefrom ?
(b) Can a landlord who agrees to accept a share of his ten
ant’s net profit as rent be held to be a partner ?
(c) Can one or more, but not all, of the partners make a valid
assignment of all of the partnership property for the
benefit of its creditors, or must all partners join in it?
No. 4 (1 0 points) :
(a) W hat are the principal functions of the board of directors
of a domestic corporation ?
(b) If no statute, provision in the certificate of incorporation,
or by-law prohibits it, can such a board legally hold its
meetings in a state other than the state of incorporation?
(c) Can a director, by virtue of his office as such, legally bind
the corporation to a contractual or other obligation ?
(d) Define voting trust and explain the purpose of it.
No. 5 (1 0 p o in ts):
(a) W hat is a Statute of Limitations?
(b) W hat is its purpose?
(c ) Is it or are they federal or state laws or both?

(d) Is the limitation the same in all instances?
(e) Illustrate generally your answer to (d) above.
(f) Mention some instances in which the matter of limitation
is of especial importance to accountants.
15
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GROU P II
Answer any five questions in this group. N o credit will be
given for additional answers, and if more are submitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 (1 0 points):
A certified public accountant in his own office explained to
a sales agent representing a manufacturer of calculating ma
chines the kind of work for which the accountant required a
machine and stated to the agent that he was relying on the
agent’s skill and judgment in recommending a machine for
that purpose. The agent thereupon sold a machine for cash
to the accountant and gave him a bill of sale which contained
no warranty but merely described the machine by style, lot
number, and price. If the accountant then discovered that the
machine could not do the required work, was there any legal
ground upon which the accountant could return the machine
and obtain a refund of the purchase price?
No. 7 (1 0 p o in ts):
(a) W hat constitutes insolvency under the national bank
ruptcy act?
(b) W hat other definition of insolvency is sometimes used in
state statutes?
(c) How does a referee in bankruptcy obtain his official posi
tion and what in general are his duties?
(d ) How does a trustee in bankruptcy obtain his official posi
tion and what in general are his duties?
(e) W hat is the effect of a discharge in bankruptcy?
16
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No. 8 (1 0 p o in ts):
(a) Is a promise to make a gift enforceable in law? (Give a
legal reason to support your answer.)
(b) How, if at all, can a gift be made of tangible personal
property which is so bulky that immediate physical deliv
ery cannot be made?
(c) In what circumstances, if any, can a completed gift of
personal property be revoked?
No. 9 (1 0 points):
Does the inclusion, by the maker, of the following clause in
a promissory note payable in instalments make it non-nego
tiable: “In the event of my failure to pay any of such instal
ments at the time above specified therefor, all of the remaining
principal and interest shall, at the option of the holder hereof,
be immediately due and payable, without notice” ?
No. 10 (1 0 points):
(a) W hat class or classes of notes or other commercial paper
may be rediscounted by a Federal Reserve Bank ?
(b) W hat paper may not be rediscounted there?
(c) Are directors of national banks subject to money liabil
ities beyond those of directors in other corporations?
Explain.
(d) W hat are the functions of the Federal Deposit Insurance
Corporation?
No. 11 (1 0 points):
A real-estate mortgage provides that the whole principal
shall become due and payable upon any default in the payment
of interest.

17
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(a) Is the person who owes the money the mortgagor or the
mortgagee ? ( Print your answer to assure legibility.)
(b) If the person who owes the money desires to avoid the
expense of future interest payments, can he force the
creditor to accept payment of the whole principal prior to
maturity by an intentional default in an interest payment?
If your answer is in the negative, what legal reason can
you give to support it ?
No. 12 (1 0 points):
X owed Y $15,000 for which Y held as security a mortgage
on real property owned by X. As further security, and with
X ’s approval, Y insured the mortgaged property and also
insured X’s life. Later, X paid his debt in full arid the mort
gage was duly canceled.
(a) Can Y thereafter continue the insurance on the property
and collect from the insurance company in the event of
loss?
(b) Can Y thereafter continue the life insurance and collect
from the insurance company upon X ’s death?

18

Accounting Theory and Practice —Part I
May 15, 1942, 1 :30 to 7 :30 p.m.
Solve all problems.
No. 1 (1 4 points) :
1. The X Iron and Coal Company, a Virginia corporation,
plans to reorganize as a Delaware corporation.
2. The Y Furnace Company, a New Jersey corporation, is
wholly owned by the X Iron and Coal Company, the latter
having purchased for cash at par all of the capital stock of the
Y Furnace Company at inception. The Y Furnace Company
has suffered considerable losses and a reorganization is con
templated through which its deficit may be liquidated.
3. The X Iron and Coal Company, preliminary to reorgan
ization, has decided upon a definite cancellation of $180,000 of
a total indebtedness of $215,000 evidenced by the note of the
Y Furnace Company which had previously been written down
on the books of the X iron and Coal Company to $35,000.
4. It is planned to increase the number of shares of capital
stock of the Y Furnace Company from 1,000 shares to 4,000
shares and to reduce the par value of each share from $100 to
$25, giving one share of new stock for each share of old stock.
5. Plant, equipment and inventory owned by the X Iron
and Coal Company are to be transferred to the Y Furnace
Company at sound values (which have been determined by
appraisal to be the same as the net book values of these assets)
in exchange for 3,000 shares of new capital stock.
6. The Z Iron and Coal Company of Delaware is organized
with a capital of $1,000,000, divided into 10,000 shares with a
par value of $100 each, for the purpose of acquiring the stock
19
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of the X Iron and Coal Company which is offered in sharefor-share exchange.
7. Counsel has advised that taxes and legal fees involved
will amount to $500 for the Y Furnace Company and $2,000
for the Z Iron and Coal Company.
8. The X Iron and Coal Company (Virginia) pays $500
for taxes and legal fees.
9. The X Iron and Coal Company transfers all its assets and
liabilities to the Z Iron and Coal Company (Delaware).
10. The X Iron and Coal Company (Virginia) is dissolved.
The audited balance-sheets, before reorganization, of the
X Iron and Coal Company and Y Furnace Company follow:
X Iron
Y Furnace
A ssets
and Coal Co.
Co.
Cash ....................................................................... $ 46,000
$ 5,000
Receivables ...........................................................
5,500
500
In ven tory...............................................................
5,000
5,500
Y Furnace Co.
Stock—1,000 shares of $100...........................
1
—
Demand note—face value $215,000 ................
35,000
—
Marketable securities .......................................
881,000
—
Plant and equipment, less depreciation..........
135,000
55,000
$1,107,501
Liabilities
Accounts p ayab le................................................. $
X Iro n an d C oal Co.— n o te p a y a b le...........................
Capital stock—$100 per share...............................
Surplus or (d e fic it)...........................................

$66,000

10,000

$ 2,000
215,000
950,000 100,000
147,501(251,000)
—

$1,107,501

$66,000

Prepare columnar worksheets plainly indicating the re
quired adjustments and transactions and showing the balancesheets after giving effect to these plans.
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No. 2 (1 4 points) :
The Sanford Manufacturing Company cannot meet its obli
gations and a receiver is appointed on April 28, 1941. The
books are closed on that date and the following trial balance
drawn off:
D ebits
Cash ...................................................................................................
Receivables .......................................................................................
Finished g o o d s .................................................................................
Materials and su p p lies...................................................................
Goods on consignment (o u t ).......................................................
Employees’ bonds ...........................................................................
Unexpired insurance.......................................................................
Machinery and equipment.............................................................

$

800
1,400
100,000
15,000
220,000
4,700
800
507,300

$850,000
Credits
Accounts payable ...........................................................................
Bank overdraft.................................................................................
Bank loans .......................................................................................
Smith and Co.....................................................................................
Acceptances ....................................................................................
Collateral notes payable.................................................................
Lease — m a c h in e r y ....,.................................................................
Accrued interest on lease...............................................................
City taxes accrued...........................................................................
Mortgage on machinery.................................................................
Accrued interest on mortgage.......................................................
Reserve for depreciation.................................................................
Capital stock—preferred..............................
“
“ —common ...............................................................
S u rp lu s...............................................................................................

$ 110,000
1,000
105,000
250,000
23,000
4,700
30,000
2,000
4,000
100,000
3,000
7,300
100,000
100,000
10,000
$850,000

On November 20, 1941, the receiver, having disposed of
all assets except $400 accounts receivable which he considers
21
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doubtful, calls upon you to prepare an interim statement for
the information of shareholders and creditors. An examina
tion of the company’s and the receiver’s books and records
discloses the following:
1. Cash receipts
Collection of accounts receivable.................................... $ 1,000
Rebate upon cancellation of all insurance......................
100
Proceeds from surrender of insurance policy on life of
m a n ager.............................................................................
1,000
Sales of finished goods during receivership..................
75,000
Rent of sublet portion of building.....................................
1,000
Unclaimed wages ...............................................................
500
Interest on bank account.....................................................
200
Sale of all goods and supplies on hand after operations
were discontinued ...........................................................
25,000
Sale of all machinery and equipment owned................
200,000
$303,800

2. Cash disbursements
City taxes ............................................................................. $ 4,000
Interest on city taxes.....................................................
400
M ortgage...............................................................................
100,000
Interest on mortgage...........................................................
5,000
Labor, materials and other operating and general
expenses during receivership.............................................
61,000
$170,400

3. Of the stocks on hand at April 28th, finished goods costing
$60,000 were sold during the receivership and $9,000 ma
terials and supplies were used.
4. The accounts payable are understated by $10,000 and
include an item of $5,000 in dispute.
5. The merchandise on consignment was pledged as collateral
to the advances by Smith & Co. and was accepted by them
in part payment of these advances at full book value.
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6. The collateral notes payable were for accommodation of
employees and were secured by deposit of bonds. The notes
were paid by the employees and the bonds returned to them.
7. The lease covered machinery worth $30,000 used by the
company under a lease agreement. It was returned by the
receiver and was accepted in full satisfaction of this agree
ment and all interest accrued.
8. Claims were filed for all liabilities except an item of $7,000
accounts payable.
9. Receiver’s fees need not be considered.
Prepare:
(a) A columnar work sheet summarizing the foregoing data
in rational manner and form; and
(b) A concise statement showing the realization of assets,
liquidation of liabilities and operations during the re
ceivership ; also unsecured creditors’ claims and available
assets on November 20, 1941.
No. 3 (1 0 points):
The Special Product Manufacturing Company valued its
finished-product inventory on the basis of average yearly
production cost and its raw-material inventory on the basis of
first-in, first-out cost. Due to continuous fluctuation in the
market price of the basic raw material used, the management
proposes to change its inventory valuations from the cost
basis to the basis of lower of cost or market.
The company inventory values at the beginning and end
of 1941 were as follows:
Raw materials:
Tons on hand.............................................................
Book value on first-in, first-out basis..................
Market value, per ton.............................................
23

Jan. 1

Dec. 31

2,000
$ 53,000
$
20

1,000
$ 22,500
$
30
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Finished product:
Tons on hand.............................................................
Book value at average yearly cost.........................
Market value, per ton.............................................

Jan. 1

Dec. 31

750
$ 38,000
$
50

900
$ 36,000
$
55

Costs other than raw materials have remained constant
throughout the year. In 1941 19,000 tons of raw materials
were bought at a total cost of $400,000. Shrinkage and waste
in the manufacturing process amount to 25 per cent of the
materials used.
Before making a decision, the management requests that
you first show the result of changing from one basis to the
other.
Prepare a comparative statement showing (a) the present
and revised values and costs and the effect of the proposed
change upon the December 31st balance-sheet; also (b) pre
pare the entry that would bring the books into agreement with
the new plan if adopted.
No. 4 (6 points) :
From the following transcript of “Insurance account” and
“note” covering unrecorded liability prepare (a) a columnar
analysis showing proper distribution of debits and credits.
Prepare therefrom (b) the entries that will adjust surplus,
profit and loss, and other December 31, 1941, balance-sheet
headings involved.
I nsurance A ccount
July

2

Aug. 15

1940
Premium on fire-insurance policy (build
in g), covering period from Aug. 1, ’40
to July 31, ’42 ...................... ......................
Premium on fire-insurance policy on stock
of goods, period from Aug. 1, ’40 to
July 3 1 , ’41...................................................
24

D ebits

Credits

$ 2,400 $

—

1,800

—

A C C O U N T IN G T H E O R Y A N D PRA CTIC E

S ep t

1

O ct 25
Dec.

1

Dec. 31

Premiums on employees’ fidelity bonds,
period from Aug. 1, ’40 to July 31, ’4 1 ..
Shortage of R. Jones to be reimbursed by
Fidelity Insurance Company..................
Refund due to reduction in rate on fire
insurance on building, period Dec. 1,
’40 to July 31, ’42.......................................
Transfer to profit and loss to close out
acco u n t.........................................................

D ebits

Credits

3,000

—

900

—

—
—
$ 8,100

200

$

7,900
8,100

1941
Premium on liability insurance on trucks
and salesmen’s autos, Aug. 1, ’40 to
July 3 1 , ’41................................................... $ 4,500 $ —
Mar. 31 Fire insurance on new building during
construction, Mar. 31, ’41 to July 31, '41
7,500
—
Apr. 5 Additional premium on fire insurance
(new building), due to increased valua
tion, Apr. 15, ’41 to July 31, ’41 ............
250
—
Apr. 15 Payment by Fidelity Insurance Company,
reimbursement for loss, R. Jones, Oct.
25, ’40 ...........................................................
—
900
July 1 Premium on fire-insurance policy (build
ing), Aug. 1, ’41 to July 31, ’42, covering
new building and increased valuation
of old building.............................................
1,500
—
Aug. 1 Premium on fire-insurance policy on stock
of goods, period Aug. 1, ’41 to July
31, ’42 ...........................................................
1,400
—
Aug. 1 Premiums on employees’ fidelity bonds,
Aug. 1, ’41 to July 31, ’42 ........................
3,000
—
Dec. 15 Defalcation of P. Smith to be reimbursed
by Fidelity Insurance Company in 1942
2,000
—
Dec. 31 Transfer to profit and loss to close out
accou n t.........................................................
—
19,250
Feb.

8

$20,150

$20,150

N ote.— Premium on liability insurance on trucks and autos, period
Aug. 1, ’41 to July 31, ’42, amount $4,500, had not been paid or recorded.

25

E X A M IN A T IO N Q U E S T IO N S —MAY, 1942

No. 5 (6 p o in ts):
Flint, Durant, and Nash are partners in a wholesale busi
ness. On January 1, 1941, the total capital was $48,000
divided as follows: Flint, $10,000; Durant, $8,000; Nash,
$30,000. Their 1941 drawings were $6,000, $4,000, and $2,000
respectively. Through the failure of debtors they lose heavily
and are compelled to liquidate. After exhausting the partner
ship assets, including those arising from an operating profit
of $7,200 in 1941, they still owe $8,400 to creditors on Decem
ber 31, 1941. Flint has no personal assets but the others are
well off:
Prepare:
(a) Computation of partnership’s liquidating loss.
(b) Statement of partnership’s liquidation.
(c) Profit and loss and partners’ accounts, closed out after
liquidation.

26

Examinations of November, 1942
Auditing
November 12, 1942, 9 a.m. to 12:30 p.m.
Answer all questions.
No. 1 ( 4 points ) :
State the advantages and disadvantages of the use of a
questionnaire in reviewing the system of internal control of a
concern which you are examining for the first time.
No. 2 (8 points ) :
A client maintains several branch sales offices throughout
the country, where practically all accounts-receivable ledgers
are kept. Accounts receivable represent a significant propor
tion of the total assets of the concern. An internal auditing
staff regularly examines the branch-office accounts and cir
cularizes the receivables. All other accounts can be satisfac
torily examined at the head office.
The concern is well managed, its accounts in the past have
been conservatively stated, and from the work done at the
head office there is no reason to question the accuracy and
completeness of the reports of the internal auditors. The client
proposes that you limit your examination to the head-office
records, and rely on the internal auditors’ reports as to the
accounts receivable maintained at the branches.
State in what way you would amend the standard short-form
report or certificate in this case, and give reasons for any
amendment.
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No. 3 (1 2 points) :
During the year under review a charitable institution re
ceived a specific bequest in the form of an endowment fund
composed of mortgages and coupon bonds with all unpaidinterest coupons attached. The securities were immediately
turned over to the custody of a trust company, which has since
credited the institution’s account with interest collected and
with the proceeds of bonds sold or redeemed. Such proceeds
were promptly reinvested in bonds, some of them purchased
at a premium and others at a discount.
The executors furnished a list of the market value of the
separate securities as of the effective date of the bequest, and
the values so stated were verified by the trust company. All
mortgages were valued at their principal amount.
Outline an auditing procedure for the examination of this
fund.
No. 4 (4 points) :
Draft a negative form of request for confirmation of
accounts-receivable balances.
No. 5 (1 2 points) :
Describe in detail the steps you would take to verify each
of the following items in the examination of the accounts of
a bank:
(1) Cash.
(2) Loans and discounts.
(3) Due to depositors.
No. 6 (8 p o in ts):
In the examination of paid checks returned by the bank to
the drawer, state the features of the check to be examined and
the recorded data with which the check should be compared.
Give a reason for each operation.
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No. 7 (1 2 points) :
Under each of the three following headings, give at least
four essential points which should be considered in the instal
lation of an adequate system of internal check and control in
a large manufacturing concern:
(a) Inventories.
(b) Payrolls.
(c) Petty cash fund.
No. 8 ( 4 points) :
Your client, a corporation engaged for many years in the
manufacture and sale of office equipment has a large factory
and maintains sales offices throughout the country. In Sep
tember, 1942, the factory is converted so that its entire output
will consist of munitions for direct sale to the Army. It is
expected that no sales of new product will be made from
branch offices, where material obligations exist in the form of
leases and salesmen’s contracts. How would you recommend
that these conditions be shown in the financial statements of
December 31, 1942, which are later to be covered by your
report?
No. 9 (1 2 p o in ts):
A company operating a machine shop has undertaken to
produce, as a subcontractor under a prime contract with a
government agency, certain parts on a cost-plus-a-fixed-fee
basis. The hours of operation are about evenly divided be
tween the above contract and the regular business of the
company.
Each day the work required for the regular company busi
ness is first completed. The remainder of the day, with what
ever overtime is necessary, is given over to production under
the contract. During the contract period, overtime hours rep29
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resented a substantial proportion of the total hours worked.
Under an agreement with the employees, time-and-a-half was
paid for all hours over eight, worked each day.
On job sheets were recorded the actual cost of materials
consumed and direct labor, including any overtime premium
paid. Burden was applied on the basis of the labor cost so
recorded, and the sheets were adjusted each month to eliminate
any balance in the burden variance account.
Upon completion of the contract, you are requested by the
company to certify to its cost determination.
Explain or briefly outline the following:
(a) Your objections to any cost accounting principle applied;
(b) Its incorrect effect in the client’s statements; and
(c) Procedure you would follow in making a revised cost
determination.
No. 10 (8 points) :
Define the term “natural business year,” and explain how
you would determine it for a manufacturing concern.
No. 11 (1 2 points):
A company sells a patented device for use on railway loco
motives. The device consists of several main assemblies which,
in turn, comprise numerous subassemblies composed of many
different parts.
All materials entering into the device are purchased as fin
ished parts, and the company’s manufacturing operation is
limited to their assembly. At the close of any day the inven
tory is in various stages of production, from purchased parts
to finished devices.
The different parts, subassemblies, and main assemblies
have fixed production numbers, and are carefully segregated
in bins plainly identified by those numbers. A perpetual card
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inventory record, correspondingly numbered, is maintained
in units and value. Production and sales are costed on the
“last-in, first-out” method.
Several weeks before the balance-sheet date you are re
quested by the company to suggest a plan for taking the inven
tory and arrange to make whatever verification you deem
necessary in connection with your examination.
Briefly outline the following:
(a) Plan you would suggest to client; and
(b) Auditing procedure you would follow for purpose of the
examination.
No. 12 ( 4 points) :
Outline a procedure for the verification of bank certificates
of deposit owned at balance-sheet date, and state how they
should be shown in the balance-sheet.
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Accounting Theory and Practice —Part I
November 12, 1942, 1 :30 to 7 :30 p.m.
Solve all problems.
No. 1 (1 8 points) :
The Lasko Mining Company is engaged solely in processing
all the ore taken from its own mine into a concentrate called
“Oxylite” and selling it to refineries.
The books show the following inventories on hand at the
beginning and end of the year:
Raw ore ...........................................................
Partly processed ore......................................
Oxylite .............................................................

January 1
50,000 tons
5,000 “
25,000 “

December 31
20,000 tons
15,000 “
5,000 “

Raw ore was carried at $4 and $4.345 per ton at the begin
ning and end of the year, respectively, which values were
described as “annual average market prices.” Ore produced
at the mine—200,000 tons—had likewise been charged to
mining costs throughout the year at $4.345 per ton and cor
responding credits aggregating $869,000 had been made to a
separate “earnings” account.
Partly processed ore was inventoried respectively at $4.40
and $4.7795 per ton, being 10 per cent above the ore values.
During the year 20,000 tons of ore were lost in the final stages
of the reducing processes.
Costs per ton of materials in the opening inventories were
found to be as follows:
Raw ore ...............................................................................................
Partly processed ore...........................................................................
Oxylite ..................................................................................................
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$1.0428
1.27
4.328
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It was agreed that partly processed ore in both opening and
closing inventories had passed through about one-tenth of the
reduction processes and should therefore be carried at a cost
per ton equalling the cost of raw ore plus one-tenth of the cost
per ton of processing.
Oxylite was carried at $8.39 per ton, a value that was de
rived from a formula established many years ago and used
ever since in pricing the stock on hand.
Mining expenses, including depletion, were $198,900 and
the expenses of the reducing plant $629,850, including depre
dation. Both amounts had been charged to reducing-plant
expenses.
Because of the foregoing arbitrary methods the books did
not show acceptable costs and values. It was accordingly
decided to restate the current year’s accounts and show proper
costs and inventory values, all on the first-in, first-out plan.
The sales of oxylite aggregated $1,168,200.
From the foregoing data prepare a comparative statement
of mining and reducing costs, cost of sales and gross profit,
following (a) the company’s and (b) the revised method;
each method showing computations of aggregates and unit
costs. Also comment upon the company’s inventory valuation
methods.
No. 2 (1 2 points ) :
The following is the summary of an account called “Treasury Stock,” the balance of which appears as an asset in the
amount of $37,256 on the June 30, 1942, consolidated balance
sheet of “Apex Company” :
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Date
(a )

Explanations

D ebit

Credit

1- 4-32

Capital stock of “Apex, Inc.” (prede
cessor company, dissolved after
reorganization on 1-4-32).............. $ 5,000
(b ) 1 -4 -3 2 A ll of the capital stock of “Apex,
N ew York,” a wholly owned dis
tributor subsidiary, established in
1925 .....................................................
15,200
(c ) 1 -4 -3 2 140 shares of common stock, acquired
at par and reserved for manage
ment bonuses; 40 shares were
issued in 1935 and 53 shares in
1939, leaving 47 shares on h an d ..
14,000
(d ) 5-31-34 38 shares of preferred stock ($100
par), repurchased from company’s
vice president at $115 per share;
originally purchased by him in
1932 at the issue price of $103 per
s h a r e ...................................................
4,370
(e ) 12-15-37 276 shares of common stock repur
chased in open market at 35..........
9,660
(f) 12-31-40 25½ shares common, representing
fractional shares remaining undis
tributed from a stock dividend;
aggregate par value........................
$ 2,550
(g ) 2- 1-41 Sales for cash of 81 shares of com
mon stock repurchased in 1937
at 104 .................................................
8,424
6-30-42 Balance ...................................................
37,256
$48,230 $ 48,230

Comment briefly on each of these items, explaining what
corporate action should have been taken, what additional
information would be required before disposing of them, and
how the account should be adjusted and the amounts shown
in the balance-sheet. The answer should be in narrative form
and no figures need be cited.
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No. 3 (2 0 points) :
Parathon Distributing Company is a wholly owned subsidi
ary of Paragon Mills, Inc., and was organized in 1938 as the
western outlet of its parent. Most of the capital necessary for
establishing the subsidiary was derived from an issue of 4½ %
income bonds, dated July 1, 1938, interest payable annually
on January 1st. The bond indenture provides as follows:
“Commencing with the calendar year 1941 Paragon guar
antees that the net earnings of Parathon shall be not less than
200 per cent of the interest falling due on this issue each year.
‘Net earnings’ are hereby defined to mean the excess of cash
received over cash disbursed before interest deductions. Para
gon further guarantees that if bonds of this issue are outstand
ing at the end of any calendar year, the value, not exceeding
market, of the net tangible assets of Parathon shall not be less
than 150 per cent of all Parathon’s funded debt. Parathon
shall, upon determining the existence of either or both these
deficiencies, bill Paragon for the total amount thereof and
shall adjust its balance-sheet in such a manner as to reflect
such guarantees. Paragon shall pay the billed amount to
Parathon within a period not greater than 30 days after the
date of such billing.”
The following trial balances of Parathon are submitted:
December 31, December 31,
1940
1941
after closing before closing
D ebits
Building and equipment, at cost........ .......... $235,100
$ 242,600
22,940
89,434
Inventories, at cost................................ ..........
246,510
302,496
Customers accou n ts.............................. ..........
252,465
Cash ......................................................... ..........
183,522
25,000
Unamortized debt discount.................. ..........
23,000
—
15,000
Dividend p a id ......................................... ..........
Merchandise sold (purchased from Para 
1,885,286
gon) .................................................................
—
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December 31, December 31,
1941
1940
after closing before closing
__
868,318
—
12,581
—
31,040
.
8,905
.
—
22,500
2,000
—

D ebits
Operating ex p en ses............
Depreciation e x p e n se ........
Bad d e b ts...............................
Property and income taxes
Interest ex p en se..................
Amortized debt discount...

$782,015

$3,686,682

$131,000
37,767
11,250
15,238
8,500
$ 10,000
500,000
68,260
—

$ 126,886
12,189
22,500
23,647
36,200
$ 10,000
500,000
68,260
2,887,000

$782,015

$3,686,682

Credits
Accounts payable for operating expenses.. .
Accrued taxes ................................................
Accrued interest .............................................
Reserve for depreciation...............................
Reserve for bad debts.......................................
Common capital stock..................................... .
Income bonds (due July 1, 1953)................
Earned su rp lu s.................................................
S a le s ................................................................... .

Additions to buildings and equipment as shown by the
books totaled $14,200 for the year. Certain building improve
ments amounting to $2,428 were also made during the year
but were erroneously charged to o p e ra tin g exp en ses. E q u ip 
ment costing $6,700 had been retired, $4,172 depreciation had
accrued thereon, and property account as well as the reserve
for depreciation had been properly adjusted.
Prior
in 1941
reserve,
charged

years’ bad debts written off in 1940 were recovered
to the amount of $1,260, which was credited to the
and of the 1940 customers accounts $4,600 were
off. All remaining 1940 balances were collected.
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The market value of the opening inventory exceeded cost;
the closing inventory was carried at $22,510 in excess of
market.
The trustee of the bonds has called for a statement of Para
thon’s financial position.
Prepare:
(a) Parathon’s balance-sheet of December 31, 1941, adjusted
in accordance with the terms of the bond indenture.
(b) A summary of Parathon’s receipts and disbursements in
1941, showing computations.
(c) A computation of the amount to be refunded by Paragon
under the terms of the indenture.
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Commercial Law
November 13, 1942, 9 a.m. to 12:30 p.m.
Reasons must be stated for each answer; no credit will be
given for an answer unsupported by a statement of reasons.
Whenever practicable give the answer first and then state rea
sons. Answers will be graded according to the applicant's
evident knowledge of the legal principles involved in the ques
tion rather than on his conclusions.
GROUP I
Answer all questions in this group.
No. 1 (1 0 points):
X lends $5,000 to Y for which Y gives X his written promise
to repay the principal in installments of $1,000 per annum :
(a) Would a provision in this agreement whereby Y promises
to pay interest, at the highest rate permitted by law,
compounded annually be legally valid ?
(b) Assume that this agreement contains a promise by Y
to pay simple interest annually at 4% per annum. If Y
duly pays the first $1,000 on account of principal but pays
no interest, would a further agreement executed at that
time to add the unpaid interest to the interest-bearing
principal be legally valid ?
No. 2 (1 0 points):
The following questions relate to the administration of the
estate of a decedent:
(a) Define executor, administrator, and testamentary trustee.
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(b) W hat in general are the duties of an executor, an admin
istrator, and a testamentary trustee?
(c) W hat is meant by an executor’s account and what is the
purpose of it ?
(d) If an executor retains a certified public accountant to
perform accounting services, who is primarily responsible
for the payment of the accountant’s fee ?
No. 3 (1 0 points):
(a) State which if any of the following transactions is a
bailment:
(1) X delivers goods to the Y railroad for shipment as
freight.
(2) X delivers goods to Y on consignment to be sold
by Y.
(3) X delivers goods to Y, his servant, with instructions
to Y to place them in storage in the name of X three
months thereafter.
(b) State the duties of a bailee with respect to his care of the
property bailed in each of the following types of bailment:
(1) A gratuitous bailment for the bailor’s sole benefit.
(2) A gratuitous bailment for the bailee’s sole benefit.
(3) A bailment for hire for the mutual benefit of both
bailor and bailee.
No. 4 (1 0 points) :
The owner of a garage mortgaged it and thereafter installed
a refrigeration machine in order to use the building in the
wholesale beer business in which he then engaged. The ma
chine and its coils could be removed without damage to the
building, and thus the building could be restored to its con
dition as of the date of the mortgage. In the absence of an
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express provision in the mortgage, state whether the lien of
the mortgage covered the machine and its coils, giving reasons
for your opinion.
No. 5 (1 0 points) :
Explain what is meant by marshalling of assets and give a
brief statement of facts illustrating a situation in which this
doctrine should be applied.
GROU P II
Answer any five questions in this group. N o credit will be
given for additional answers, and if more are submitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 (1 0 points) :
The following questions relate to federal income taxation:
(a) Distinguish “fiduciary” from “agent” and explain the
significance of this distinction.
(b) Explain what is meant by “basis” and give a simple ex
ample of an adjusted basis.
(c) Give an example of each of the following terms: exclu
sion, exemption, deduction, credit.
(d) Explain what is meant by “boot” in connection with an
exchange of property and state how “boot” affects (1 ) the

amount of gain to be recognized and (2) the amount of
loss to be recognized.
No. 7 (1 0 p o in ts):
A corporation entered into a contract whereby it agreed
to plan and supervise the construction and decoration of a
restaurant. The state law which was applicable to this con
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tract permitted such work to be done only by licensed archi
tects. The corporation fully performed all of the services
required of it by this contract, but the restaurant refused to
pay for the services on the true ground that the corporation
was not a licensed architect. Is the restaurant’s refusal to pay
legally justifiable ?
No. 8 (1 0 points) :
X executed a written contract with Y whereby X agreed to
purchase from Y all of the raw silk which X needed in his
business. The contract contained no termination date and no
provision for terminating the contract. For how long a period
of time will this contract remain in force and how can it be
terminated, other than by mutual agreement?
No. 9 (1 0 points) :
X was induced by fraud to draw a check to the order of an
existing person whose name and identity had been fraudu
lently assumed by an imposter, and to deliver this check to the
imposter. The imposter thereupon endorsed the check in the
name of the payee and cashed it.
(a) W as this endorsement a forgery?
(b) On the assumption that it was a forgery, what rights and
obligations has the bank which paid the check ?
No. 10 (1 0 points) :
Waldron placed an order with a stockbroker to purchase
some stock on margin, depositing as collateral certificate No.
137 for 200 shares of X stock and certificate No. 78 for 300
shares of Y stock, both endorsed in blank. Nothing further
was said by the parties and nothing in writing was signed by
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either of them except a simple order and a simple receipt,
neither of which contained any qualifications or conditions
whatsoever.
(a) Has the stockbroker the legal right to have these cer
tificates transferred at once to a nominee selected by the
stockbroker without Waldron’s knowledge or consent?
(b) After some months of profitable trading, during which it
was not necessary for the stockbroker to utilize any of the
collateral originally deposited, Waldron closes the ac
count, receiving a check for the balance due him. The
stockbroker refuses to return the two stock certificates
originally deposited with him but offers to return various
certificates aggregating 200 shares of X stock and vari
ous certificates aggregating 300 shares of Y stock. Is
Waldron legally obliged to accept this offer by the stock
broker?

No. 11 (1 0 points):
(a) Name five types or kinds of public service corporations
which are common carriers.
(b) State the name of the federal government agency which
prescribes the uniform system of accounts which carriers
are required to use, and explain how you would inform
yourself about the details of such system of accounts.
(c) Define and describe briefly a bill of lading, stating whether
it is a receipt or a contract (or both) and in what cir
cumstances a bill of lading is negotiable.
(d) W hat is the carrier’s legal responsibility in the transpor
tation of (1) freight, and (2) passengers?
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No. 12 (1 0 points):
The following questions relate to our present patent law s:
(a) W hat in general is patentable?
(b) Who in general can obtain a patent?
(c) W hat is the term, or duration, of a patent on machinery
granted at the present time?
(d) W hat redress has a patentee against a person who com
mits infringement?
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Accounting Theory and Practice —Part II
November 13, 1942, 1 :30 to 7 :30 p.m.
Solve all problems.
No. 1 (1 4 points) :
Samuel Gifford died on July 18, 1941. The executor, hav
ing paid all debts, bequests, and expenses, and expecting no
more transactions after June 30, 1942, desired to ask the court
for his discharge and for an order to turn the remaining
assets of the estate over to the trustee named in the will.
An inventory had been filed with the court on August 15,
1941, consisting of the following items:
Cash in First National Bank..................................................... $ 4,533.12
Cash in closed bank.....................................................................
2,050.50
Real estate, valued by court appraiser a t...............................
38,750.00
Home furnishings .......................................................................
6,824.00
Stocks, at market
AB Company preferred...........................................................
22,865.00
AB Company common..........................
3,738.20
Parkhurst Transit Co. common, at nominal value..............
100.00
U. S. Savings Bonds, dated April 1, 1941, due April 1,
1951, in the amount of $50,000...............................................
37,500.00
Accrued interest at 2.9% ...........................................................
326.25
$116,687.07

In the latter part of September, 1941, discovery was made
of another checking account in the Second National Bank, with
a balance of $2,500, and of $125.50 cash in the office safe.
Insurance was collected in the amount of $58,000; also a
dividend of $1,250 on the AB Company preferred which had
been declared on June 1, 1941.
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On June 15, 1942, the executor sold one half of the AB
Company preferred stock for $13,500 and the Parkhurst
Transit Company common for $200. Other receipts during
the executor’s administration consisted of rents, $4,526; divi
dends, including those declared before the testator’s death,
$4,025; collection on deposit in closed bank, $465. All receipts
were deposited by the executor in the First National Bank.
Property taxes, accrued at date of death, were $1,575.20;
and household debts on that date amounted to $2,111. The
executor paid $20,000 bequests and $1,000 executor’s fee as
specified in the will; also $18,262.50 estate tax, $3,336.95
property taxes including those accrued at date of death, $750
funeral expenses, $88.50 court costs, as well as the household
debts. The widow received allowances to the aggregate sum
of $4,800 as directed by the court.
The accrued interest on U. S. Savings Bonds, $326.25, and
the annual rate of 2.9% are assumed to be correct.
From the foregoing information prepare:
(a) The executor’s charge and discharge statement at June
30, 1942, accompanied by—
(b) Inventory of principal.
(c) Statement of principal and income cash.
No. 2 (1 6 p o in ts):
The Boylston Manufacturing Company made $70,000 gross
profit in 1940 and $37,000 in 1941, and wants to know what
has caused the decline of $33,000. The following information
was given by the company:
1940

1941

Product A .............................................................
“
B ..............................................................
“
C .............................................................

$100,000
50,000
25,000

$120,000
40,000
25,000

Together

$175,000

$185,000

sales

—

.............................................................
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Cost of goods sold.....................................................
Gross profit

$105,000

$148,000

$ 70,000

$ 37,000

The quantity and quality of raw materials entering into
each unit of product have remained unchanged throughout the
two years.
No inventories were on hand at the beginning or end of
either year.
Scrap from the fabrication of Products A and B is the raw
material for Product C. Product C has been treated as a by
product and the cost of raw material entering into it has been
regarded as an amount equal to its selling price less the direct
labor expended in making it a marketable product. This
“cost” has been credited ⅘ and ⅕ respectively, to the mate
rial costs of Products A and B, for the reason that the pro
portion of scrap material from the fabrication of the two major
products has been 4 to 1.
Upon analysis of the books the following cost data were
extracted from the production accounts:
Cost of production in 1940:
Units M aterial Labor Overhead Together
Product A .........................
B ........................
C ........................
Together ....................

500
2,500
1,000

$40,000 $10,000
10,000
5,000
16,000
9,000
$66,000

46

$10,000 $ 60,000
5,000
20,000
25,000

$24,000 $15,000 $105,000
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Cost of production in 1941:
Product A .............. ........
B .............. ........
C .............. ........
Together ..........

Units M aterial Labor Overhead Together
600 $60,000 $15,000 $15,000 $ 90,000
10,000
13,000
10,000
33,000
1,600
1,250
10,000
15,000
25,000
$83,000

$40,000

$25,000

$148,000

Because of the confusion that would otherwise enter into
the comparison, it was agreed with the management that the
raw material in each unit of Product C manufactured and sold
during both years should be considered as costing $8. It was
also agreed to redistribute overhead to the three products on
a direct-labor-cost basis.
Prepare a statement showing to what extent the decline in
the gross profit was attributable to changes in sales volume,
prices, and production costs. Show computations of adjusted
unit costs.
No. 3 (2 0 points) :
From the April 30, 1940, trial balance of the general fund
of the City of X and the transactions of the succeeding year
stated below, prepare:
(a) Balance-sheet of April 30, 1941.
(b) Statement of revenues, expenditures, and surplus for the
year ended on that date.
(c) Work sheet.
T rial B alance—A pril 30, 1940
Cash on h a n d .................................................................. $
Cash in banks .................................................................
Petty c a s h .........................................................................
Taxes receivable—1938 levy ......................................
Reserve for taxes not collected—1938 levy..............
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D ebits
910
54,670
100
22,420

Credits

$ 22,420
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D ebits
Taxes receivable—1939 levy ...................................... 260,000
Reserve for taxes not collected—1939 levy..............
Taxes receivable—1939 levy, pledged on anticipa
tion notes .....................................................................
5,000
Stores inventory ..................................................................... 3,700
Due from water fund.....................................................
8,000
Accounts payable ...........................................................
Tax-anticipation notes payable ...................................
Reserve for encumbrances ...........................................
Special reserve for contingencies...............................
Unappropriated surplus ...............................................

Credits
260,000

9,240
5,000
14,140
2,000
42,000

$354,800 $354,800

(1) The estimated revenues for the year ended April 30,
1941, amounted to $405,000.
(2) The city’s share of general property taxes from the
1940 tax-levy amounted to $285,000. The accounting for tax
revenues is on a cash basis, but a control account for each tax
levy is set up.
(3) The operating budget was approved in the sum of
$408,000.
(4) Revenues were collected in the sum of $392,450, as
follows:
1938 levy ...........................................................................................
1939 “
1939 " (pledged).........................................................................
Miscellaneous revenue ...................................................................

$ 22,420
233,580
5,000
131,450
$392,450

(5) Tax-anticipation notes against the 1940 levy were
issued and cash was received in the amount of $20,000. Re
ceipts from tax anticipation notes are entered as revenues, and
an equivalent amount of taxes receivable is set up as an asset
against the liability created by the notes.
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(6 ) Purchase orders were issued for commodities in the
sum of $138,610.
( 7) Invoices received, approved and vouchered amounted
to $139,033, which included $5,310 purchases for store in
ventory.
(8) Tax-anticipation notes against the 1939 levy for $5,000
and interest thereon amounting to $7 were paid.
(9) Payrolls were vouchered and approved for payment
in the amount of $246,500.
(10) Supplies were issued on stores vouchers from the
central stores in the amount of $6,760, which included $1,500
stores issued to the water fund.
(11) W arrants were issued to cover interest $6,000 and
principal of bonds $10,000.
(12) W arrants were issued in payment of approved vouch
ers in the amount of $383,643.
(13) The petty-cash fund was increased $100.
(14) The general fund advanced $5,000 to the water fund.
(15) Total cash deposited in the banks amounted to
$412,100.
(16) An analysis of the appropriation ledger showed that
purchase orders encumbered amounted to $387 more than the
corresponding purchase orders liquidated.
(17) The encumbrances as at April 30, 1941, amounted to
$18,640.
(18) The City Council authorized the setting up of a re
serve for stores for $10,000.
(19) The necessity for a special reserve for contingencies
was terminated and this item closed to surplus.
(20) Taxes collected in prior years were refunded in the
amount of $1,000.
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Examinations of May, 1943
Accounting Practice —Part I
May 12, 1943, 1 :30 to 6:00 p.m.
Solve all problems.
No. 1 (1 0 points):
On January 1, 1943, the Black Corporation sold its 6,000
shares authorized stock of $100 par value for $600,000 cash.
On the same date the corporation acquired the following assets
for cash:
L a n d ....................................................................................................
B u ild in gs............................................................................................
Machinery and equipment ........................................
Raw material in ven tory.................................................................

$ 50,000
250,000
150,000
100,000
$550,000

The land, buildings, machinery and equipment were cor
rectly valued. The raw material is a patented fabric which the
corporation is contractually obligated to buy from the manu
facturers at a fixed price as long as it continues to operate. In
consideration of assuming this obligation a one-time concession
of 50% was made in the price of the opening inventory so that
the corporation received in effect $200,000 worth of raw ma
terials for $100,000. The inventory acquired represents a
minimum below which the stock of raw material is not sup
posed to go.
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At the end of the first quarter the following balance-sheet
was prepared from the books:
A ssets
C a s h ................................................................................................
Accounts receivable, less reserve ..........................................
Raw materials, at contract price ..........................................
Plant and equipment, less depreciation ................................

$ 20,000
30,000
205,000
440,000
$695,000

Liabilities and Capital
L iab ilities.......................................................................................
Capital stock ...............................................................................
Earned surplus ...........................................................................

$

none
600,000
95,000

$695,000

W hat adjustments should be made to the latter balancesheet and to what extent does it call for modification of the
auditor’s short-form report? Give at least two reasonable
solutions.
Taxes need not be considered and it is assumed that all audit
requirements were satisfactorily met.
No. 2 (2 0 points) :
Among the wholly owned subsidiaries of a holding company
are the Service Company and the Operating Company.
The Service Company undertakes the construction and
maintenance work of the various other constituents and
charges them cost plus 10%.
The Operating Company’s books show a balance of $553,
879.59 in property account, in substance made up as follows:
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1933 Original plant ....................................................... $385,462.55
1935 Extension .............................................................
138,875.44
1940

Replacements ..................................................................

29,541.60
$553,879.59

In 1940 part of the original plant, costing $25,248.30 had
been retired, but plant account was not adjusted. Salvage of
$2,525.00 was collected and credited to 1940 income. The
retired plant was immediately replaced at the above-stated
cost of $29,541.60.
The plant has an estimated useful life of 20 years and after
1953 will be held in its entirety as stand-by equipment. It was
estimated that the original plant would then have a salvage
value of $20,000, which estimate, on account of the 1935 ex
tension, was increased to $25,000. After 1953 it will be perma
nently carried at the latter amount.
On December 31, 1942, the reserve for depreciation was
$225,018.71 of which $27,693.98 had been provided in 1942,
namely 5% of the balance of $553,879.59 in property account.
Maintenance charges of $22,440 had been made by the
Service Company in 1942 and $163,900 in previous years.
Prepare:
1. A summary of the Operating Company’s adjusted property
account and reserve for depreciation.
2. The entries for any adjustment of the two companies’ bal
ance-sheets prior to their consolidation with the holding
company’s and other subsidiaries’ accounts.
No. 3 (2 0 p o in ts):
The books of a certain city show that revenue has exceeded
expense. Nevertheless there are not enough funds available to
pay its bills.
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From the following closing trial balance and additional
information procured, prepare:
(a) A balance-sheet in the proper form.
(b) A columnar work sheet showing how the books had to be
adjusted.
(c) Comments upon the adequacy of the accounting system
indicating in what respects it fails to comply with accepted
methods.
T rial B alance
Cash .............. ............................................................
Accounts receivable ...............................................
Taxes receivable, current year’s l e v y ..............
T ax anticipation notes p a y a b le..........................
Accounts payable .................................................
Expense .....................................................................
Revenue .....................................................................
City property ...........................................................
Bonds payable .........................................................
Surplus, beginning of y e a r ...................................

$

D ebits
3,460
2,420
21,400

Credits

$

15,000
22,600

152,500
155,600
2,164,000
320,000
1,830,580
$2,343,780 $2,343,780

A dditional I nformation
(1) Equipment was purchased during year, debited to City
Property account, $12,600; and credited to Cash.
(2) Total tax levy, $121,500, all of which was credited to
Revenue. Records of previous years indicate an average
loss of 6% in collection.
(3) Bonds paid during year, $20,000, the entry being a
debit to Bonds Payable and credit to Cash. No bonds
were issued during the year.
(4) During the year the City Council authorized a central
storeroom with an inventory not to exceed $10,000.
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(5)
(6)
(7)
(8)
(9)
(10)

Purchases amounting to $9,150 were made and charged
to Expense. Stores issued to departments amounted to
$4,625 for which no entry was made.
The sum of $3,200 is due from the state on the city’s
share of gasoline taxes, to apply on expenditures already
made for street repairs.
The tax levy includes a special levy for the city library,
$4,200, of which $3,600 has been collected and $3,125
paid out and charged to Expense.
At the close of the year there were orders and contracts
outstanding to the amount of $2,180.
Included in items charged to Expense are bills of $1,869
on account of previous year.
Also included is a petty cash advance of $300.
Equipment costing $6,800 was removed from service
during the year.
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Theory of Accounts
May 13, 1943, 9 a.m. to 12:30 p.m.
This paper is intended to test the extent of your knowledge
of accounting theory and your ability to apply the knowledge
you have acquired. Due weight will be given to the arguments
presented to support your answer to each question, even
though the examiners may not agree with your conclusions.
GROUP I
Answer all questions in this group.
No. 1 (1 0 points) :
W hat is your understanding of the meaning of “Consistent”
in the application of accounting principles—for example, as
used in the standard short form of independent public account
ant’s report?
No. 2 (1 0 points):
How would you describe the capital of a corporation which
has an issue of 100,000 shares of common stock of no par
value, but a stated value fixed by the Board of Directors of
$5.00 per share and an excess of assets over liabilities of
$1,500,000?
No. 3 (1 0 points):
State your opinion of each of the following three conditions
of a corporation, suggesting any changes that you believe
necessary and give your reasons therefor:
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(1) A competent appraisal of the property accounts was
made in the year 1941 and the current values thus re
ported were set up on the books and carried at these
higher values in its published statement as of Decem
ber 31, 1941;
(2) Depreciation is charged and listed in the corporation’s
statement of income for 1942 at the rates and on the basis
used and approved for federal income-tax purposes in
prior years;
(3) In setting up the appreciated values on the books, a
charge was made increasing the property account values
and a credit in like amount entered to “Surplus,” the
only account of this nature used by the corporation in its
record-keeping.

No. 4 (1 0 points):
How should the receipt of $40,000 of interest arrears be
treated in the accounts of a corporation which has purchased
$1,000,000 par value of bonds at a “flat” price of $260,000?
A t the time of the purchase the bonds were in default as to
interest in the amount of $250,000. W ithin one year after the
purchase, the issuing corporation paid $40,000 for application
to the interest in arrears.

No. 5 (10 points):
Present an argument supporting the view that accelerated
operation of equipment does or does not generally justify a
proportional increase in the amount of the depreciation.
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GROU P II
Answer any five questions in this group. N o credit will be
given for additional answers, and if more ore submitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 (1 0 points):
Discuss and give your judgment of the practice here stated:
A Railroad Company hauls much of its own construction
material and in its accounts it increases the initial cost
of the material by adding freight charges for its own
services at tariff rates and credits the amounts of the
freight charges to earnings.
No. 7 (1 0 points):
W hy is the delivered sales generally a sound basis for the
recognition of revenue?
State your views as to each of the following:
(a) That for long-term production, particularly contract con
struction, accrual of revenue is allowable on the basis of
partial performance;
(b) That for cost-plus-fixed-fee contracts, accrual of revenue
is allowable on the basis of billable cost.
No. 8 (1 0 points) :
W hat are the chief reasons why some organizations have
adopted for the valuation of inventories the so-called “last-in,
first-out” or “lifo” method ?
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No. 9 (1 0 points) :
Current accounting practice calls for certain breakdowns
of the item “Inventories” and for certain explanations with
respect thereto. Set forth the breakdowns and explanations
called for by any releases with which you are acquainted, such
as those of professional bodies, government departments,
stock exchanges, etc.
No. 10 (1 0 points):
Discuss how you would obtain comparable costs of produc
tion of two separate manufacturing corporations, “X” and
“Y,” engaged in similar operations in an industry in which
most corporations own their plants, in the following circum
stances :
“X ” corporation owns its plant—land, buildings and equip
ment.
“Y ” corporation occupies a similar factory which it rents.
“X ” corporation pays a yearly interest on borrowed money.
“Y ” corporation is not in debt for borrowed money.
You are furnished with detailed statements of income and of
profit and loss of each corporation which, though differently
presented, contain all the facts you need.
No. 11 (1 0 points):
(a) Give a general definition of Turnover. Illustrate its use
in connection with:
(b)
(c)
(d)
(e)
(f)

Capital
Working Capital
Receivables
Inventory
Finished Goods
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No. 12 (1 0 points):
State your views on either side of the dispute arising out of
the following transaction:
The “M” Co. acquired a machine at a total stated invoice
cost of $50,000, payable $10,000 upon delivery and $5,000
quarterly thereafter for two years. The estimated life of the
machine was 10 years. The entries made on the Company’s
books were, in summary:
Machine Tools
...............................................................
Cash .................................................................................
V e n d o r .............................................................................

$50,000
$10,000
40,000

One of the officers questioned this treatment, contending that
it resulted in an overstatement of fixed assets, an overstate
ment of liabilities, and an improper (and nonconservative)
spreading in annual reports of a portion of the total expendi
ture of $50,000.
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Accounting Practice —Part II
May 1 3 , 1943, 1 :30 to 6 :00 p.m.
Solve all problems.
No. 1 (12 points):
The manager of a summer resort hotel noticed after a few
months’ operation that the receipts of the cigar counter had
been less than those in corresponding periods of previous
seasons. The receipts from other hotel activities had not de
creased, and he asked his auditor to investigate.
It was found th a t:
(1) Four office employees were allowed to serve customers at
the counter.
(2) All sales are at the established unit selling prices.
(3) All cash in excess of a ten-dollar change fund, represent
ing the day’s receipts, was to be deposited with the cashier
at the close of each day.
(4) No stocks had been carried over at the counter from the
previous season.
(5) Cigars and cigarettes were added to the counter from
the general storeroom in full boxes and cartons as needed.
(6) No inventory records were kept at the counter.
(7) The cashier’s record showed $576.95 received up to date
of examination.
An inventory was taken under supervision of the auditor
and he thereupon prepared the following statement:
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Boxes of 50 Cigars
Cartons of 10 packages Cigarettes
Inventory
U n it
selling
prices

Received
from
stock room

Boxes and
cartons

Single cigars
and packages

Cost
per box
or carton

Cigars
25c
2/25c
10c

10 boxes
20 “
30 “

3
4
6

25
10
40

$9.00
4.50
3.75

25 cartons
300
“

4
77

6
5

1.50
1.20

igarettes
C
20c
15c

From the foregoing data prepare:
(a) A summary of cigar-counter transactions, also showing
amount of shortage.
(b) Recommendations for maintaining adequate internal
check and general-ledger accounting control.
No. 2 (2 2 p o in ts):
From the following audited balance-sheet, statement of
profit and loss, and summaries of ledger accounts of Brown
Electric Company prepare:
(a) Statement of receipts and disbursements, in as much
summarized detail as the available information permits.
(b) Condensed statement of application of funds, showing
how the decrease in the net current and working assets
came about, without unduly repeating details shown in
the balance-sheets, statement of profit and loss, and state
ment of receipts and disbursements.
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B alance- sheets
N e t A sets
Cash .............................................................
Receivables .................................................
Less—Reserve for bad debts..................

$

December 31
1941
1942
125,453.80 $
86,972.41

$

242,736.64
8,650.42

$

338,665.34
16,881.22

$

234,086.22 $

321,784.12

Inventories, at cost..................................... • $
Less—Reserve for price decline..............

122,463.71
25,000.00

$

328,668.99
40,000.00

$

97,463.71

$

288,668.99

$

2,000.00

$

84,200.00
3,700.00

$

2,000.00

$

80,500.00

$

459,003.73

$

777,925.52

$
$

38,740.93
40,531.43
18,010.12
2,875.00
3,500.00
10,568.05

50,000.00
82,682.16
50,374.88
21,463.03

Industrial bonds, at cost........................
Less—Reserve for price decline..............

Total current and working assets. .
Deduct—Current liabilities
Instalment payable on RFC lo a n .___
Merchandise creditors ........................ .
General expense accounts....................
Accrued property taxes......................
Accrued interest on bond......................
“
“
“ loan......................
Accrued income taxes..........................

17,500.00
263,430.83

$

114,225.53

$

485,450.90

N et current and working assets—

$

344,778.20 $

292,474.62

Plant and equipment, at cost..................
Less—Reserve for depreciation............

$

599,153.03
123,461.51

$

475,691.52 $

$

820,469.72 $1,155,948.95
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Capital
Long-term liabilities
5% bonds, payable in 1950.................. .
R FC 3½ % long-term loan................

Capital stock—10,000 shares of $50___
Less—In treasury ................................

Earned surplus
Balance at December 31, 1941..........
Balance of 1942 profit (see b elo w )..

$

115,000.00
100,000.00 $

450,000.00

$

215,000.00 $

450,000.00

$

500,000.00 $
12,000.00

500,000.00
18,500.00

$

488,000.00

$

481,500.00

$

117,469.72

$

117,469.72
155,454.23

$

272,923.95
48,475.00

$

224,448.95

Deduct—Dividends p a id ......................

$

820,469.72

$1,155,948.95

S tatement of P rofit and Loss
Year Ended December 31, 1942
Sales ...............................................................
Cost of goods sold.........................................

$8,540,672.31
6,638,916.40

Gross p ro fits.........................................

$ 1,901,755.91

Deduct—
Selling and general expenses................ $ 1,441,032.82
Property t a x e s ...............................................
21,463.03
Interest on bonds.......................................
2,875.00
“
“ RFC l o a n ...................................
17,500.00 1,482,870.85
N et profit .............................................
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Deduct—
Provision for federal income and
profits taxes .....................................

263,430.83

Balance transferred to earned surplus

$

155,454.23

$

Cr.
8,650.42

RESERVE FOR BAD DEBTS

D r.
Balance at beginning...................................
Uncollectible 1941 accounts written o ff. . $
Collection of 1941 accounts previously
written o f f .............................................
Provision for 1942, charged to general
ex p en se...................................................
Uncollectible 1942 accounts written o f f ..
Balance at end...............................................
$

7,270.00
2,005.00
15,000.00
1,504.20
16,881.22
25,655.42 $

25,655.42

RESERVE FOR INVENTORY PRICE DECLINE

$

Cr.
25,000.00

$

40,000.00

$

2,000.00

D r.
Balance at beginning...................................
Write-down of inventory during 1 9 4 2 ...
Balance transferred to general exp en se..

$
15,000.00
10,000.00

Provision at Dec. 31, 1942, charged to
general e x p e n se ...................................
INDUSTRIAL BONDS

Balance at beginning, $2,000 bonds at
cost ......................................................... $
Sale of bonds at par.....................................
Purchase of $80,000 bond (market value
$80,500) ............................................
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PLANT AND EQUIPMENT

Balance at beginning (cost to d a te ). . . . $
Additions in 1942.........................................
Cost of equipment sold in 1942 for 130
sh. of cap. stock...................................
Balance at end...............................................

599,153.03
451,023.74
$

7,962.31
1,042,214.46

$ 1,050,176.77 $ 1,050,176.77

RESERVE FOR DEPRECIATION

Balance at beginning................................... $
Provision for 1942 charged to general
ex p en se...................................................
Cost of equipment sold in 1942 ($7,
962.31) less par value of 130 sh. cap.
stock ($6,500) rec’d in payment___
Balance at end...............................................
$

$

123,461.51
56,740.93

1,462.31
178,740.13
180,202.44 $

180,202.44

5% BONDS PAYABLE 1950
(Interest payable January and July 1st)
Balance at beginning................................... $
Redeemed July 1, 1942 at 105 ($5,750
premium charged to general ex
pense) ...................................................

$

115,000.00

$

100,000.00
400,000.00

115,000.00

RFC 3 ½ % LOAN

(Interest payable annually on January 1st)
Balance at beginning...................................
Additional loan at January 1, 1942 ..........
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Balance at end, payable in 10 equal in
stalments, commencing January 1,
1943 ....................................................... $

$

500,000.00

$

48,475.00

DIVIDEND ACCOUNT

June 30, 1942 dividend—9,760 shares at
$2.50 .......................................................
December 31, 1942, dividend — 9,630
shares at $2.50.......................................
Written off to earned surplus....................

$

24,400.00
24,075.00

No. 3 (1 6 points):
The Union Solvents Company produces ethyl alcohol from
molasses bought in the West Indies by a totally owned sub
sidiary, the West Indies Molasses Company. The latter con
tracts for the output of various sugar companies on a crop
basis, sells part of it in the islands at a small profit, and the
remainder to the alcohol company at net cost, settlement being
made at the close of the year.
The molasses is held in storage until transported, in tankers
owned by the molasses company, directly to the alcohol com
pany’s plant in the United States.
The molasses company contracted for the 1941 and 1942
crops of molasses at 4 cents per gallon of 50% sugar content,
the purchase price to be adjusted on that basis.
The following operating data are given:
Molasses
1,000 gal.
W est Indies inventory, December 31,
1941 ....................................................... 43,200
Receipts of 1941 crop in 1942 ..............
2,400
Receipts of 1942 crop............................... 240,000
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Sugar
content

51%
50%
52%
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Sales of molasses in W est Indies, on
the basis of $7.33
per 1,000 lbs. of
50% sugar content...............................
W est Indies inventory, December 31,
1942 .......................................................
Shrinkage en route from W est Indies
to the alcohol company’s plant in
the United States.................................
Sugar content of molasses delivered
at alcohol company’s plant in the
United S ta te s .............................. ..
United States inventory, December 31,
1941, valued at $776,318....................
United States inventory, December 31,
1942 . . . . ...............................................

96,000

52%

33,600

52%

6,000

50%
14,400

49%

4,400

50%

Sundry income in W est Indies—
N et proceeds from sales of supplies................
Revenue from cargo carried on vessels..........
Cost of operating vessels.........................................
Sundry expenses in W est Indies............................
United States expenses incident to the purchase
of molasses in W est Indies................................
Average weight of one gallon of molasses..........

$

96,384
220,000
2,221,240
715,406
172,786

12 pounds

Prepare statements showing the cost of molasses (a) deliv
ered at the alcohol company’s plant and (b) used in the
production of alcohol. Show unit costs per 1,000 gallons of
molasses and 1,000 pounds of sugar content.
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Commercial Law
May 14, 1943, 9 a.m. to 12:30 p.m.
Reasons must be stated for each answer; no credit will be
given for an answer unsupported by a statement of reasons.
Whenever practicable, give the answer first and then state
reasons. Answers will be graded according to the applicant’s
evident knowledge of the legal principles involved in the ques
tion rather than on his conclusions.
GROU P I
Answer all questions in this group.
No. 1 (1 0 points):
(a) In order to create the relationship of landlord and tenant,
must the subject matter of the tenancy be real property, or
may it be personal property?
(b) Name at least five provisions which should be found in a
properly drawn lease.
(c) Define, illustrate, and differentiate covenants and condi
tions in a lease.
(d) X mortgages property to Y and thereafter leases the
property to Z. During the term of the tenancy, Y obtains
title to the property through foreclosure. How, if at all,
does this affect Z’s rights and obligations as a tenant ?
No. 2 (1 0 points):
(a) Explain briefly and illustrate each of the following rights
of a surety: (1) to exoneration, (2) to contribution, (3)
to indemnity, and (4) to subrogation.
(b) X, a citizen and resident of one country, was legally in
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debted to Y, a citizen and resident of another country, and
Z, a citizen and resident of the second country, was surety
for X. Before the debt became payable, these two coun
tries went to war against each other. W hat effect did
this war have on the rights of Y against X and Z (assum
ing no war legislation or executive regulations in either
country which would be applicable to this situation) ?
(c) A surety company duly guaranteed the honesty of 'X’s
cashier. Thereafter, the cashier embezzled X ’s funds,
which X discovered, but X did not discharge the cashier
nor did X notify the surety company. Still later, the
cashier committed a further embezzlement, whereupon
X discharged him and notified the surety company. Is the
surety company liable to X for either part or both of
these thefts?
No. 3 (1 0 points) :
The X corporation, upon the declaration of a dividend, does
not segregate funds in an amount equal to the dividend de
clared but merely makes a bookkeeping entry crediting an
account entitled “Dividends Payable.”
(a) Is the corporation a trustee of funds for the benefit of the
stockholders to the amount of the dividends declared ?
(b) W hat is the relationship between the corporation and
the holder of record of stock on which a dividend has
been declared?
(c) Of what practical importance is the decision whether or
not the corporation is a trustee ?
No. 4 (1 0 points) :
(a) For what purpose or reason does the Bankruptcy Act
except from the operation of a discharge a provable debt
which had not been duly scheduled in time for proof and
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allowance, unless the creditor had notice or actual knowl
edge of the proceedings in bankruptcy?
(b) When is a person deemed insolvent within the provisions
of the Bankruptcy Act?
(c) Is a creditor who holds property of a third person as
security for a claim against a bankrupt a secured creditor
under the Bankruptcy Act ?
No. 5 (1 0 points):
During a period of two months, X made twenty separate
sales of textiles to Y. On the invoice for each sale, X stamped
the following in red ink: “All controversies arising from the
sale of these goods are to be settled by arbitration.” Y retained
all invoices, using voucher checks for payments which he
made. Y at no time made any mention, either oral or written,
of the matter stamped on the invoices. Can X compel Y to
submit to arbitration a controversy concerning one of these
sales?
GROUP II
Answer any five questions in this group. No credit will be
given for additional answers, and if more are submitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 (1 0 points) :
(a)
(b)
(c)
(d)

Define arbitration.
How is an arbitration provided for?
How are arbitrators appointed ?
W hat is the outcome of an arbitration and is it enforce
able?
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No. 7 (1 0 points):
(a) Define limited partnership and state the object to be
accomplished by one.
(b) Is a limited partnership recognized by common law or is
it created by a statute ?
No. 8 (1 0 points):
(a) W hat are the two principal types or kinds of irrevocable
trust classified according to the method of creating the
trust?
(b) If one person is duly appointed executor of a will and also
trustee of a trust created by that will, when can he begin
to act as trustee and should he keep separate books of
account for the trust in addition to books of account for
his transactions as executor?
(c) Name some of the legal restrictions which limit the pur
poses for which valid trusts can be created.
(d) Give an example of an intangible wasting asset and indi
cate how the trustee should account for cash receipts
produced by such an asset.
No. 9 (1 0 points) :
The following questions relate to federal income taxation:
(a) Distinguish a capital gain or loss from an ordinary one
and state why this distinction is important.
(b) Give an example of a constructive receipt of income and
state whether this term is used in connection with either
or both of the following methods of reporting income:
(1) Accrual, (2) cash receipts and disbursements.
(c) State whether the use of the instalment basis of reporting
income from instalment sales is compulsory or optional,
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and give a simple illustration of the method of computing,
taxable gross profit on such sales of personal property by
a person who regularly sells on the instalment plan.
(d) Name and describe briefly every federal tax now imposed
on a domestic corporation which is based wholly or partly
on its income.
No. 10 (1 0 points):
X gave Y a written statement that X had sold to Y 15,000
pounds of yarn “at a price to be determined between us, sub
ject to market fluctuations, to be not less than $1.27% in the
event of decline or more than $1.32% in the event of advance.”
Does this constitute (1) a sale, or (2) a contract of sale?
No. 11 (1 0 points):
A dealer in raw sugar made a sale to a refiner who accepted
a draft for the goods and delivered it to the vendor. The draft
was in the usual commercial form except that the direction to
charge the account of the vendor was followed by the w ords:
“On account of 14,789 bags Cuban centrifugal sugar as per
contract 4/25/39.” Does the addition of these words render
the draft non-negotiable ?
No. 12 (1 0 points):
Johnson, a certified public accountant, is retained to testify
in a court concerning the effect, on the rights of income bond
holders, of credits to a reserve for sinking fund made by a
corporation with the affairs of which he was completely un
familiar.
(a) W hat type or kind of testimony will he give?
(b) W hat is meant by “qualifying” him as a witness?
(c) How will the facts upon which he is to testify be made
known to him ?
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Auditing
May 14, 1943, 1 :30 to 6 :00 p.m.
Answer all questions.
No. 1 (5 p o in ts):
Outline an audit procedure for cash discounts (a) on sales
and (b) on purchases.
No. 2 (5 points) :
Outline an audit procedure for the examination of insurance
as reflected in the insurance accounts generally carried by a
mercantile company.
No. 3 (1 0 points):
A corporation temporarily invested some of its excess funds
in stocks of other companies listed on established exchanges.
In the course of your preliminary audit work you ascertain
that all such stocks were acquired at various dates during the
year under examination through a brokerage firm, and that
the stock certificates are in the name of the corporation (your
client) but are being held in safekeeping by the brokerage
firm referred to. The corporation does not maintain an in
vestment ledger.
You are requested to outline the audit procedures for the
examination of stocks and income therefrom as reflected in
the books of the corporation.
No. 4 (5 p o in ts):
The accountant’s short-fomi report contains the words
“supporting evidence.” State three different types of such
“evidence” and give several examples of each type.
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No. 5 (8 points) :
A mercantile corporation has consistently valued its inven
tory on the basis of cost or market, whichever is lower. At the
close of the year under examination it changed from the
“first-in, first-out” to the “last-in, first-out” method of deter
mining cost. As result of the change, the net income and
federal income taxes have been substantially reduced.
How should the change be disclosed in the auditor’s report ?
No. 6 (1 0 points):
The auditor cannot make an effective examination of pay
rolls of a mercantile concern today unless he is acquainted
with at least the principal requirements of certain legislation
passed and orders issued in recent years relating to social
security or terms of compensation.
A. List the principal legislation and orders to which you think
the above statement applies. (Strict legal descriptions need
not be used. The commonly used descriptive titles will be
adequate).
B. State what action you would take should your examination
lead you to the conclusion that your client has failed to
comply with these laws and orders.
No. 7 (1 0 points):
State the auditing procedures which might be undertaken
before the balance-sheet date in the case of an industrial
concern.
No. 8 (1 0 points):
A. Is an auditor interested in checking transactions occurring
between the date of the balance-sheet and the close of his
examination ?
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B. If so, give certain specific examples of auditing steps which
may be taken and the reasons therefor.
C. State what effect matters disclosed by this additional audit
ing might have on the statements submitted.
No. 9 (1 0 points):
A large retail establishment writes off certain customers’
accounts and notes by a charge to Reserve for Bad Debts but
maintains a memorandum ledger for the accounts so charged
off. State the audit procedures necessary in connection with
the reserve account and the memorandum accounts.
No. 10 (7 p o in ts):
During the course of an examination of a corporation you
ask the secretary for permission to inspect the minute books.
He is reluctant to grant your request but offers to give you a
certified copy of all resolutions relating to accounting matters.
W hat position would you take, and how would you explain
that position to the client ?
No. 11 (5 points) :
You are asked to undertake a balance-sheet examination for
a new client and are informed that your report will be used
for credit purposes. The client informs you that all books of
original entry except the general journal will be written up
by his staff and that the general ledger will be posted there
from. He will expect you to write up the general journal, post
the same, and prepare statements. W hat position would you
take?
No. 12 (1 0 points):
A company whose statements you are examining for the
first time has a considerable number of instalment accounts
among its receivables. You find that when an instalment sale
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is entered the entire finance or carrying charge, which is in
cluded in the amount billed to the customer, is credited to an
income account. In response to your recommendation that a
reserve for the unearned portion of such charges be main
tained the controller states that they have always considered
the finance charge as merely an addition to the selling price.
He also says that there are very few balances settled before
maturity, with an allowance made on carrying charges, and
that the bad debt reserve is sufficient to cover any such possible
shrinkage in the accounts.
A. Briefly state your arguments in favor of the creation of a
reserve for unearned finance charges.
B. If a reserve for unearned finance charges were not to be
established would this constitute grounds for an exception
in your certificate, and if so, on what basis would you make
this exception ?
C. If the reserve were established, state whether it should be
shown on the liability side of the balance-sheet or as a
deduction from accounts receivable. Give a reason for
your choice.
No. 13 (5 p o in ts):
W hat additional auditing procedures should, or might, be
undertaken in connection with the confirmation of accounts
receivable where customers having substantial balances fail
to reply after second request forms have been mailed directly
to them?
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Examinations of November, 1943
Accounting Practice —Part I
November 17, 1943, 1 :30 to 6 :00 p.m.
Solve all problems.
No. 1 (1 8 points):
From the following data prepare a consolidation of the
balance-sheets of the Top Holding Company and its sub
sidiaries :
B alance- sheets
Subsidiaries
Top
Holding Co.

R Co.

S Co.

$150,000
47,000

30,000
5,500

118,110
130,000

A ssets
Current a s s e ts .............................. .............
Property, less reserves................ ............
Investment R Co. stock
9 0 % .......................................... ............
1 0 % .........................................
Investment S Co. stock
7 5 % ......................................... ............
1 5 % .........................................
Investment S Co. Bonds............ ............

18,000
2,500
45,000
9,000
41,500
$301,500
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Liabilities
Current liabilities ........................ ..........
Bonds payable ..............................
Capital stock ................................ ..........
Surplus at acquisition..................
Earned surplus (d eficit)............ ...........

$ 80,000
200,000
21,500
$301,500

23,000
30,000
1,500
(10,000)

70,000
100,000
50,000
5,000
25,610

44,500

250,610

The investments in R Co. stock are carried at cost less
subsequent net losses; the investments in S Co. stock at cost.
The bonds were acquired at $1,500 discount and are held for
cancellation.
No. 2 (1 2 points):
Prepare statements of principal and income for the executor,
covering the period from January 15 to January 31, 1943.
Alex Dunn, Jr., died on January 15, 1943; his records
disclose the following estate:
Cash in bank.....................................................................................
6% note receivable, including $50 accrued interest..................
Stocks ..........................
Dividends declared on stocks.........................................................
6% mortgage receivable, including $100 accrued interest___
Real estate—apartment house.....................................................
Household effects ...........................................................................
Dividend receivable from A lex Dunn, Sr., trust fund............
T o t a l...........................................................................................

$

3,750
5,050
50,000
600
20,100
35,000
8,250
250,000

$372,750

On July 1, 1925, the late Alex Dunn, Sr., created a trust
fund, with his son, Alex Dunn, Jr., as life tenant, and his
grandson as remainder-man. The assets in the fund consist
solely of the outstanding capital stock of Dunn, Inc., namely,
2,000 shares of $100 each. At the creation of the trust, Dunn,
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Inc., book—as well as the market—value of the shares was
$400,000 and at December 31, 1942, was $500,000. On Janu
ary 2, 1943, Dunn, Inc., declared a 125% cash dividend pay
able February 2, 1943, to shareholders of record January
12, 1943.
The executor’s transactions from January 15 to 31, 1943,
were as follows:
Cash receipts
Jan. 20 D ivid en d s...................................................................
25 6% note receivable.................................................
Interest accrued on note...........................................
Stocks sold, inventoried at $22,500 ......................
6% mortgage sold.....................................................
Interest accrued on mortgage.................................
28 Sale of assets not inventoried.................................
29 Real estate sold.........................................................

$ 1,500.00
5,000.00
58.33
20,000.00
20,100.00
133.33
250.00
30,000.00
$77,041.66

Cash disbursements
Jan. 20 Funeral e x p en ses.....................................................
23 Decedent’s d e b ts ......................................................
25
“
bequests .................................................
31 Advances to widow..................................................

$

750.00
8,000.00
10,000.00
500.00

$19,250.00

No. 3 (2 0 points) :
Prepare the following statements:
(a) Cash settlement between partners.
(b ) Taxable profit or deductible loss of partners.

(c) Tax basis to purchasers of assets bought December
31, 1942.
A and B, equal co-partners for many years, entered into a
dissolution agreement whereby, on December 31, 1942, the
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partnership assets, the cost of which are set forth in the
following trial balance, were to be distributed to the respective
partners. The several assets were valued and identified by
unit numbers, and each partner assumed any obligations per
taining to the units acquired by him.
Each partner received a distribution in cash of one-half of
the amount paid by the other and a distribution in kind of
one-half of the assets acquired by himself.
The assets acquired by each and the assigned values were
as follows:
Acquired by A :
Unit 1 ...............................................................................................
“ 3 ................................................................................................
“ 4 ................................................................................................
“ 7 ................................................................................................

$ 14,500
700
2,500
3,200
$20,900

Acquired by B :
Unit 2
“ 5
“ 6
“ 8

. . . ..........................................................................................
................................................................................................
................................................................................................
................................................................................................

$13,000
8,000
6,200
8,200
$35,400

T rial B alance
Accounts receivable.......... ...................... (U nit
Notes receivab le................ ...................... (
Mortgage receivable, including interest. (
Grand Block ...................... ...................... (
Park B u ild in g .................... ...................... (
Artesian Square Building. ...................... (
Millard B u ild in g................ ...................... (
Ponce Subdivision ............ ...................... (
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1)
2)
3)
4)
5)
6)
7)
8)

$104,000
14,000
2,014
6,000
14,000
8,900
5,700
24,000
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Reserve for uncollectible accounts.............................
Reserve for unearned discounts on notes................
Accrued taxes—Grand Block .................................
Accrued taxes—Park Building ...............................
Accrued taxes—Artesian Square Building..........
Accrued taxes—Millard Building .........................
Accrued taxes—Ponce S u b d ivision ........ ..............
Mortgage payable—Ponce Subdivision...................
Accrued interest (on m ortgage)...............................
A , Capital account .....................................................
B, Capital A cco u n t.....................................................

$ 104,000
1,400
1,480
3,200
800
1,950
8,000
10,000
600
23,592
23,592
$178,614 $178,614
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Theory of Accounts
November 18, 1943, 9 a.m. to 12:30 p.m.
This paper is intended to test the extent of your knowledge
of accounting theory and your ability to apply the knowledge
you have acquired. Due weight will be given to the arguments
presented to support your answer to each question, even
though the examiners may not agree with your conclusions.
GROUP I
Answer all questions in this group.
No. 1 (1 0 points):
A manufacturer who had installed in 1938 a standard cost
accounting system, established standards at approximate De
cember, 1937, actual costs. A steadily increasing output from
1940 to 1943 progressively lowered the actual costs and in
September, 1943, they were considerably less than the 1937
standards. Discuss the advisability of downward revision of
the standards.
No. 2 (1 0 points) :
When is the liability for goods purchased usually recorded
on the purchaser’s books? Comment on this usage and cite
permissible exceptions to it.
No. 3 (1 0 points):
How should experimental and development expenses be
treated in cases where they are incurred—
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(1) For technological improvement of the present products
and their manufacture?
(2) To develop new products?
No. 4 (1 0 points):
State the meaning of each of the terms “cost,” “market,”
“cost or market whichever is lower,” as used in the valuation
of inventories.
No. 5 (1 0 points):
How should idle property be dealt with on a company’s
books in the following situations ?
(1) Property held temporarily idle but having a utility value
under normal conditions.
(2) Property now idle and having no future utility.
GROU P II
Answer any five questions in this group. No credit will be
given for additional answers, and if more are submitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 (1 0 points):
Your client is considering changing his method of inventory
valuation from the first-in, first-out ( “fifo” ) method to the
last-in, first-out ( “lifo” ) method. W hat will be your advice
in respect of the following:
(a) If the change in methods is to be made as of January 1st,
what change is required in the valuation of the inventory
at that date ?
(b) If the “lifo” method of inventory valuation is used during
the year, what values attach to the quantities in the
inventory on hand at December 31st which are in excess
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of the quantities in the inventory on hand at January 1st?
(c) How may the December 31st inventory on hand be
valued for purposes of financial statements if the market
value at such date is lower than the “lifo” cost?
No. 7 (1 0 points) :
For the purpose of reviewing present book values and the
adequacy of the reserve for depreciation, a company’s property
was appraised on December 31, 1942, as follows:
Cost to reproduce ...........................................................................
Accrued depreciation .....................................................................

$ 150,000
60,000

Present v a lu e ...........................................................................

$ 90,000

The books were adjusted by the company arid then showed:
Cost of b u ild in g ...............................................................................
Reserve for depreciation...............................................................

$ 120,000
45,000

Depreciated cost .............................................................................
Appreciation of building (credited to earned surplus)..........

$ 75,000
15,000

Present v a lu e ...........................................................................

$ 90,000

(a) Prepare the entries that will correct the company’s set-up
so that the books will continue to show cost as well as
appraisal values, and depreciation accrued thereon. Give
appropriate explanations.
(b) Apply these entries to the company’s books and show the
new set-up of property accounts and reserves as well as
the effect on surplus.
No. 8 (1 0 points):
Treasury no par common stock of a corporation is issued
to an employee (a) as compensation for services rendered
pursuant to an employment contract for a term of one year,
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and (b) upon final payment of instalments under a plan of
stock subscriptions which called for instalment payments
covering a period of one year. W hat is the proper basis or
bases of valuation to be used for recording these transactions
on the corporation’s books?
No. 9 (1 0 points):
The following entry to provide for estimated past and
future war costs and losses is presented:
Earned su rp lu s.............................................................
Income ...........................................................................
Reserve for contingencies.......................................

D r.
$ 100,000
50,000

Cr.

$ 150,000

(a) Does this entry conform to sound accounting prin
ciples, and (b) give at least five illustrations of such costs and
losses.
No. 10 (1 0 points) :
How should the payment of the following stock dividends
be recorded ?
(1) Par-value preferred stock.
(2) Par-value preferred stock with redemption privileges.
(3) Par-value common stock.
(4) Par-value common stock issued at premium.
(5) Stated-value capital stock.
(6) No-par capital stock.
No. 11 (1 0 points):
(a) Cite six items usually in the category of operating
expenses which may properly be treated as capital expendi
tures, and (b) describe the circumstances which justify such
treatment.
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No. 12 (1 0 points ) :
W hat is meant by depreciation of property on (a) a unit
basis, (b) a composite basis, and (c) a group basis; how are
the provisions for depreciation calculated and how are retire
ments of property dealt with under each ?
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Accounting Practice —Part II
November 18, 1943, 1 :30 to 6 :00 p.m.
Solve all problems.
No. 1 (1 4 points):
From the following data prepare a columnar work schedule,
showing the financial transactions of the City of M in 1942
together with general-fund and bond-fund balance-sheets and
statement of bonded debt at the close of that year:
1. Balance-sheet—January 1, 1942:
A ssets
Cash ...................................................................................................
Taxes receivable—a rrears.............................................................

$

2,000
15,000

$ 17,000
Liabilities
Reserve for uncollectible taxes—arrears...................................
Accounts payab le.............................................................................
Unappropriated su rp lu s.................................................................

$ 10,000
3,000
4,000
$ 17,000

Statement of bonded debt—January 1, 1942
A ssets
Deferred charges to future taxation...........................................

$285,000

Liabilities
4½ % serial bonds payable.............................................................
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2. Budget for the year 1942:
Estimated revenues
Taxes receivable— 1942 levy.....................................................
Court fines ...................................................................................
Licenses ..........................................................................................
Permits .........................................................................................
Interest and p en alties.................................................................

$225,000
10,000
6,000
10,000
8,000
$259,000

Current appropriations
General govern m en t................................................................... $
Police departm ent...................................................
Fire departm ent...........................................................................
Highway department .................................................................
Sanitation department ...............................................................
Retirement of serial bonds.........................................................
Interest on bonds.........................................................................
Interest on tax notes.........................................................................

68,000
61,000
12,000
44,000
39,000
15,000
17,000
3,000

$259,000

3. The amount of taxes levied for the year 1942 is $236,250,
which includes a 5% allowance for uncollectible accounts.
4. Receipts and disbursements in 1942:
Receipts
Current t a x e s ............................................................

$223,000

T a x e s in a r r e a r s ....................................................................................

6,000

Tax anticipation notes...............................................................
Other revenues
Court fines ............................................................. $ 10,600
Licenses ...................................................................
6,100
Permits ...................................................................
9,800
Interest and penalties..........................................
8,400

90,000

34,900
$353,900
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Disbursements
Sundry appropriations
General government ...........................................
Police department ...............................................
Fire department ...................................................
Highway departm ent........ ........................ .........
Sanitation department .........................................
Retirement of serial bonds.................................
Interest on bonds .................................................
Interest on tax notes ...........................................
T ax anticipation notes ...........................................
Accounts payable .....................................................

$67,000
59,250
10,750
42,000
40,000
15,000
17,000
2,700
$253,700
90,000
3,000
$346,700

5. Bills unpaid at December 31, 1942, amounted to $2,600.
6. The uncollected taxes originating prior to January 1, 1942,
should be fully reserved for.
7. Other transactions in 1942:
(a) The construction of a new municipal center was au
thorized at an estimated cost of $100,000.
(b) 4½ % serial bonds in the principal amount of $100,000
were authorized and issued at par.
(c) Contracts were let for construction of the municipal
center, aggregating $95,000.
(d) $60,000 was paid on these contracts.
(e) On December 31, 1942, $80,000 construction work
was completed.
No. 2 (2 0 points) :
From the following information prepare:

(a) A columnar work schedule showing the June 30, 1943,
balance-sheet before and after the proposed reorganiza
tion, with explanatory adjustment columns for the
necessary changes in the several balance-sheet items.
89

E X A M IN A T IO N Q U E S T IO N S —N O V EM B E R , 1943

(b) A statement showing the effect of the proposed reorgan
ization upon annual bond-interest and amortization
charges and dividend requirements.
The following balance-sheet of June 30, 1943, was prepared
from National Industries, Inc.’s books:
A ssets
Cash ...............................................................................................
Other current assets
........................................................
Property, less depreciation.......................................................
Sinking fund cash.......................................................................
Unamortized discount,Series A bonds...................................
“
“
“
B
“ .................................

$ 1,130,000
1,450,000
6,800,000
500,000
30,000
90,000
$10,000,000

Liabilities
Preferred dividends payable July 1, 1943............................
Bond interest accrued (July 1, 1943, coupon)....................
Other current liabilities .............. ............................................
Series A 6% bonds due July 1, 1948 .....................................
“
B 5%
“
“
“ “ 1953.....................................
$5 cumulative preferred no-par stock A
7,500 shares, stated value.................................................
$6 cumulative preferred no-par stock B
20,000 shares, stated value...............................................
Common stock, no-par value
50,000 shares, stated value...............................................
Appraisal surplus ......................................................................
Earned surplus ..............

$

39,375
97,500
63,125
2,000,000
1,500,000
675,000
1,700,000
625,000
1,750,000
1,550,000

$10,000,000

The company, to reduce its fixed charges and dividend re
quirements, has planned a reorganization, approved by share
holders, bondholders, and other interested parties, on the
following basis:
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1. $3,000,000 consolidated first mortgage 4% bonds dated
June 1, 1943, and payable June 1, 1993, to be sold July 1,
1943, at 105 and accrued interest.
2. Outstanding mortgage bonds Series A and B to be re
deemed on July 1, 1943, at par plus interest to July
31, 1943.
3. The holders of Series A bonds to receive a call premium
of $15 per $1,000 bond.
4. Preferred stock A to be changed from $5 no-par to 5%
$100 par value.
5. Preferred stock A to be increased from 7,500 to 10,000
shares and the present holders to receive a dividend of
share of this stock for every share owned.
6. Present holders of preferred stock A also to receive an
extra cash dividend of $1.25 per share.
7. 205,000 shares of new common stock of $10 each to be
issued and exchanged as follows:
10 shares new common for each share of preferred
stock B.
1 share new common for every 10 shares of old no-par
common.
8. Commissions and expenses in connection with the issue
and sale of new bonds will be $45,000.
9. All transactions under the reorganization plan, as well as
dividends payable, are to be considered as settled in cash.
No. 3 (1 6 points):
From the following— (a) compute the book value of Q’s
preferred and common shares on the date of his death and
determine the amount of the company’s non-interest-bearing
note to be issued to the deceased’s estate; also (b) prepare a
comprehensive columnar work-sheet showing adjustments to
the bookkeeper’s statements.
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No consideration need be given to possible adjustment of
accrual for 1943 federal income taxes.
Q and R, the two shareholders of the Q R Company, made
an agreement in 1938 which contains the following clause:
“In the event of withdrawal from the company or death of
either party, the remaining party shall cause the corporation
to issue, in exchange for all the preferred and common stock
then held in the name of the withdrawn or deceased party, a
non-interest-bearing note (payable to. the withdrawn party or
the deceased’s estate in equal cash instalments over a period
of ten years) in an amount equal tp book value, which shall be
determined by a certified public accountant of recognized
standing in accordance with prevailing accounting principles,
plant and equipment now carried on the basis of December
31, 1928, appraisal, to be included on the basis of depreciated
cost”
Q died on March 31, 1943, on which date he owned 2,100
shares preferred and 600 shares common stock of the com
pany. In order to determine the amount of the above note, the
books were closed as of the date of death.
The following condensed balance-sheet of December 31,
1942, had been prepared by the bookkeeper:
N et assets .......................................................................................

$1,482,740

Capital
$5 cumulative preferred stock, no-par value—3,500 shares $ 322,000
Common stock, no par value—1,000 shares.......................
75,000
Surplus
Balance at December 31, 1942...........................................
1,085,740

$1,482,740

The bookkeeper also prepared a statement of profit and loss
showing that $26,250 had been earned in the three months
ended March 31, 1943.
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Upon examination of the accounts it was found that the
surplus of December 31, 1942, was made up as follows:
1. Appreciation reserve ............................................................. $
Original amount Dec. 31, 1928....................
$186,000
Less 5% per annum to Dec. 31, 1942........
130,200

55,800

$ 55,800
2. Reserve for renegotiation of war contracts....................
Final settlement on all contracts was made with the
War Department in February, 1943, whereby for each
of the 16 months commencing March 1, 1943, a deduc
tion of $8,500 was to be made from amounts otherwise
due from the War Department.
3. Reserve for war-plant amortization...................................
Provision for the year 1942, permitted as a deduction
from taxable income.
4. Reserve for loss on inventory realization.........................
Unchanged since 1938. Inventories now valued at
lower of cost or market.
5. Reserve for 1942 income taxes.............................................
Of this amount $25,100 was needed to increase the
accrual shown among current liabilities to the correct
amount of the tax due on 1942 net income.
6. Sinking-fund reserve .............................................................
Eight annual provisions of $20,000, plus interest on
sinking-fund investments. The sinking fund relates to
a 20-year $400,000 bond issue.
7. Earned surplus .......................................................................

250,000

Together ...............................................................................
Less—
Treasury stock ......................................................................
300 shares preferred stock, purchased on June 30,
1942, from R at $100 per share plus dividend accrued
since December 31, 1941.

$1,116,490

Balance at December 31, 1942.........................................

$1,085,740

8.
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105,000

100,000

179,350

340,900

30,750
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It was also found that—
9. Interest of $1,525 on sinking-fund investments had been credited to
the sinking-fund reserve on March 31, 1943.
10. Preferred dividends had accrued since December 31, 1941.
11. The $26,250 profit item represents the surplus profit of the three
months ended March 31, 1943, after deducting:
(a ) $ 2,325 for depreciation of appreciation.
(b ) $ 8,500 paid on account of renegotiation settlement
(c ) $21,360 for amortization of war plant
(d ) $62,110 for accrued federal income taxes.
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Commercial Law
November 1 9 , 1943,9 a.m. to 12:30 p.m.
Reasons must be stated for each answer; no credit will be
given for an answer unsupported by a statement of reasons.
Whenever practicable, give the answer first and then state
reasons. Answers will be graded according to the applicant’s
evident knowledge of the legal principles involved in the ques
tion rather than on his conclusions.
GROU P I
Answer all questions in this group.
No. 1 (1 0 p o in ts):
(a) In what cases is the principal liable upon a contract duly
made by his agent with a third person?
(b) W hat are brokers and factors?
(c) Define attorneys at law and attorneys in fact.
(d) How should an agent execute negotiable paper?
No. 2 (1 0 points):
(a) In what five ways may a contract be discharged?
(b) W hat is a tender and what is its effect?
(c) A entered the employment of B under a contract whereby
B agreed to give A, in addition to the wages of $40 per

week, a “fair share of the profits of the business,” to be
determined on the first day of January. Does this agree
ment give a right of action against B for more than $40
per week?
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No. 3 (1 0 points):
(a) W hat is a de facto and what a de jure corporation?
(b) W hat right has a stockholder to a share in the profits of
the corporate business?
(c) In case of consolidation, what becomes of the debts and
liabilities of the old companies?
No. 4 (1 0 p o in ts):
(a) The payee of a negotiable note for $1,000 negotiates it to
his creditor as collateral security for a debt of $700. How
much may the indorsee recover ?
(b) M executes his negotiable note, payable to the order of
P, and delivers the same to P for value. P indorses the
note “without recourse,” and negotiates to A for value.
The instrument is dishonored at maturity on presentment
to M. A sues P. Is he liable ?
No. 5 (1 0 points):
As to federal income taxes, state which of the following
items are deductible from gross income, and classify each as
business expenses, personal expense, or capital expenditures ?
(1) Accountant’s fees paid for preparing the taxpayer’s
personal income-tax return.
(2) Assessment to support trade association.
(3 ) A ttorney’s fees paid in connection with suit to protect

title to property.
(4) Cost of private detectives to protect the taxpayer’s farm
thicks while en route.
(5) Cost to attorney of law books.
(6) Payment by wife to husband in consideration that he
give up the seafaring profession.
(7) Cost of mechanic to install a printing press.
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(8) Uniforms of city firemen.
(9) Custodian fees.
(10) Investment advisory fees.
GROUP II
Answer any five questions in this group. No credit will be
given for additional answers, and if wore are subwitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 (1 0 points):
As to patents, trademarks, and copyrights,
(a) (1) Can any interest in any of them be transferred? (2)
which? (3) How? (4) Is any record required? (5)
W here? Explain.
(b) W hat is the life of a (1) patent? (2) trademark? (3)
copyright; and are any of them renewable ? If so, which,
and how long?
(c) Of what value is this knowledge to the accountant?
No. 7 (1 0 points):
(a) Define a trust, the settlor, the trustee, the trust property,
and the beneficiary.
(b) W hat are the duties of trustees with respect to accounts?
(c) With what will the trustee be charged on the accounting?
(d) W hat credits is the trustee entitled to?
No. 8 (1 0 points):
(a ) W hat is the difference between a sale and a contract to
sell?
(b) W hat is the rule as to title where goods are delivered
“on sale or return” ?
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(c) A purchased goods from B on the understanding that B
should take back any goods unsold at the end of the
season. During the season the goods were destroyed by
fire without fault of A. By whom must the loss be sus
tained? Explain.
No. 9 (1 0 points) :
(a) W hat constitutes an insurable interest in property?
(b) W hat is credit insurance?
(c) A owes B $5,000. B takes out a policy of $5,000 insuring
the life of A. Subsequently A pays the loan in full but
B continues the policy. Is it valid? Explain.
No. 10 (1 0 points):
(a) W hat is a bailment?
(b) How do bailments differ from sales and gifts of chattels?
(c) W hat is a warehouseman, and what his liability?
No. 11 (1 0 points):
In a partnership composed of A, B, C, and D, D’s interest
was purchased by the remaining partners, who gave in pay
ment a note signed by A, B, and C. Later C retired, and his
interest was purchased by A and B, who continued the busi
ness. On A and B becoming bankrupt, can D prove his un
paid note, given for the value of his interest against the firm
estate, as a firm creditor ?
No. 12 (1 0 points):
(a) The X Company pays the premium on two life-insurance
policies on the life of Y, one of its officers; one for
$10,000 and another for $20,000. Y ’s wife is the bene
ficiary of the $10,000 policy and the corporation is the
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beneficiary of the $20,000 policy. The annual premiums
are $100 and $200, respectively. To what deduction is
the X Company entitled on account of payment of the
premiums?
(b) If Y dies and the face of the policies is paid immediately
to the corporation and to the widow, what part thereof, if
any, must they include in gross income?
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Auditing
November 19, 1943, 1 :30 to 5 :00 p.m.
Answer all questions.
No. 1 (8 p o in ts):
W hat is the meaning of “independence” as applied to inde
pendence of accountants? Cite evidences of lack of independ
ence, and rules of professional conduct prohibiting actions
which might result in impairment of accountant’s inde
pendence.
No. 2 ( 4 p o in ts):
State to what extent the auditor should examine into the
client’s ownership of real estate and mortgages.
No. 3 (6 points):
On the basis of an examination completed in accordance
with the audit program described hereafter, would the auditor
be warranted in giving a certificate covering the fairness of
the statement of the income account for the period? Explain.
The audit program provides for the following and no m ore:
(1) a detailed examination of all profit-and-loss accounts by
reference to vouchers in support of substantially all trans
actions appearing in the respective accounts in the general
ledger; (2) a check of the clerical accuracy of all books of
original entry and accounts in the general ledger; (3) a com
prehensive proof of cash for the period under review.
No. 4 (1 2 points):
The following property control account is shown on the
books of the X Company:
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Balance at December 31, 1941 (L a n d )..........
$586,000.00
Additions—
Feb. 28 Transfer
from
construction
work in progress—building
com pleted................................... $100,000.00
Feb. 28 Removal of old building to make
room for new structure..........
15,000.00
June 30 1942 taxes on real estate (Valu
ations: land, $50,000; build
ing, $100,000 — Rate, $3.00
per $100) ...................................
4,500.00
July 31 Legal and out-of-pocket ex
penses re title search of prop
erty not acquired......................
200.00
O c t 31 Purchase of two machines, in
cluding freight, $78.20, and
installation, $100......................
1,078.20
O c t 31 Cost of removing used machines
replaced by above purchase. . .
45.00
Nov. 30 Cost of moving the two machines
to 3rd floor to effect more
71.80
120,895.00
economical op era tio n ............
$706,895.00
Credits—
Mar. 31

Sale of old building materials..

200.00

Balance at December 31, 1942..........................

$706,695.00

W hat adjustments would you suggest and why? W hat
action would you take if the company refused to adopt your
suggestions in preparing a balance-sheet for certification?
No. 5 (8 p o in ts):
Indicate the steps necessary to establish that the amount of
accounts payable—trade, reflected in the balance-sheet is cor
rect in so far as it relates to merchandise included in the
balance-sheet on the basis of a physical inventory taken as at
the date of the balance-sheet.
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No. 6 (6 points) :
State the factors to be determined by an auditor as a basis
for satisfying himself as to the correctness of reserve accounts
shown in the financial statements of a company.
No. 7 (8 points) :
State the purpose of the following procedures in an exam
ination of receipts and disbursements:
(1) Foot the cash book.
(2) Reconcile bank deposits with cash book receipts.
(3) Examine paid checks by comparing date, check number,
payee and amount with corresponding data in cash book.
(4) Prove agreement between the paid checks and bank with
drawals.
(5) Account by check numbers for all checks issued during a
period selected for testing.
No. 8 (8 p o in ts):
On July 3 1 , 1942, a business was converted from a partner
ship to a corporation. You have regularly made the examina
tions of the financial statements of this business as of December
31st of each year, and are requested again to examine them
for the year 1942. As compared with the auditing procedures
followed in examinations of prior financial statements, state
those you would eliminate or add for purposes of the latter
examination.
No. 9 (1 2 points):
The balance-sheet of a client as at December 31, 1942, con
tains one item of long-term liabilities described as follows:
Bonds Payable, due October 1, 1961—$92,000. The relative
account in the general ledger shows the following:
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B onds P ayable—Due October 1, 1961
4 /1 /42—C a sh ...................................................................................
10/1/42—C a sh ...................................................................................
10/1/41—C a sh ...................................................................................

$

9,400
10,600
112,000

W hat should the auditor’s procedure be as to—
(a) Confirmations.
(b) Books.
(c) Statements.
No. 10 (8 p o in ts):
An auditor’s report may contain certain qualifications or
exceptions. State three of the more important of these and
the proper treatment in the auditor’s report.
No. 11 (8 p o in ts):
Briefly describe the audit procedure that suggests itself in
the examination o f:
(1)
(2)
(3)
(4)
(5)

Tuition income of private schools.
Rental income of office buildings.
Annual dues of golf clubs.
Donations to charity organizations.
Plate collections at church services.

No. 12 (1 2 points):
Describe the usual documents constituting a voucher author
izing payment of amount owed for materials purchased by a
manufacturing concern. W hat authorizations and checks
would you expect to find on these documents under a proper
system of internal audit?
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Examinations of May, 1944
Accounting Practice —Part I
May 17, 1944, 1 :30 to 6:00 p.m.
Solve all problems.
No. 1 (1 6 points):
The following balance-sheet of the Star Manufacturing
Company as at December 31, 1943, is presented to you for
purposes of revision as to form, content, and presentation of
items therein, based upon the information hereinafter set forth.
T H E ST A R M A N U FA C T U R IN G C O M PA N Y
B alance S heet, D ecember 31, 1943
A ssets
Current assets:
Cash on hand and in banks.................................
Notes receivable, less discounted notes, $20,000
Accounts receivable, less reserve, $ 8 ,5 0 0 ....
U. S. Government bonds and accrued interest,
$420 .......................................................................

$137,500
60,000
247,800
42,350

Total current assets.........................................
Working and trading assets:
Raw materials and supplies.................................
Work in process.....................................................
Finished goods, including consigned merchan
dise, $21,670 .......................................................
Total working and trading assets................
Investments in the capital stock of other com
panies .......................................................................
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$ 92,440
110,700
181,320
384,460
120,000
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Capital assets:
Land and buildings at cost, less depreciation..
Machinery and equipment, less depreciation,
. $162,800
...........................................................
Furniture and fixtures, less depreciation,
$3,200
.............................................................
Total capital assets.........................................
Sinking fund for retirement of first mortgage
bonds .......................................................................
Treasury stock ................
Prepaid expenses and deferred charges:
Unexpired insurance .............. ...........................
Discount on capital stock........ ............................
Prepaid advertising ................ ............................
Prepaid interest on notes discounted................

$440,000
332,000
15,900
787,900
69,700
10,000
$

3,300
15,000
4,600
1,800

Total prepaid expenses and deferred charges

24,700
$1,884,410

Liabilities
Current liabilities:
Accounts payable—tr a d e ....................................
Accrued payrolls and interest (exclusive of
interest on instalment notes payable to
bank) ...................................................................
Reserve for federal income and excess-profits
taxes (net of postwar refund of $8,000) . . .
Reserve for other taxes.......................................
Instalment notes payable to bank due $12,000
on first of each month beginning January 1,
1944, and accrued interest $4,500................

$273,000

15,620
72,000
14,300

124,500

Total current liabilities...................................
Dividends payable January 16, 1944....................

$ 499,420
6,000

Funded debt:
5% first mortgage bonds due January 1 , 1960

350,000
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Capital stock and surplus:
Capital stock—
Preferred, 2,000 shares authorized; 1,800
shares issued .................................................
Common, 3,000 shares authorized; 2,500
shares issued .................................................
Subscriptions to common stock, 400 shares

$180,000
250,000
22,000

Total capital stock...........................................
Earned surplus—
Reserve for employees’ pensions. $ 14,000
Free and available for dividends.
159,990

$452,000

Total earned surplus.........................................
Capital surplus .....................................................

173,990
403,000

Total capital stock and surplus......................

1,028,990
$1,884,410

Through inquiry and investigation you obtain the following
information with respect to items in the foregoing balancesheet :
(1) Cash includes $14,000 in an employees’ pension fund.
(2) The U. S. Government bonds represent $42,000 face
value 2% Treasury bonds valued at cost plus accrued
interest. The market value of such bonds on December
31, 1943, was $44,700.
(3) Accounts receivable include $8,400 of advances to em
ployees.
(4) Accounts receivable also include $15,000 advanced to
suppliers of raw materials for materials neither received
nor in transit. Since the placement of the orders, which
are not subject to cancellation, the replacement cost of the
materials has declined to 70% of the commitment price.
(5) Raw materials and supplies are stated at amounts lower
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(6)

(7)

(8)

(9)

(10)

than market and include invoices received, in the amount
of $7,000, for materials shipped f.o.b. point of shipment
and in the hands of common carriers on December 31,
1943. Excluded are $9,000 of raw materials received on
December 28, 1943, for which invoices are dated Janu
ary 15, 1944.
Work in process is valued at actual cost of direct mate
rials and direct labor, plus a normal charge for manufac
turing overhead based upon company experience, which
is less than market value.
Finished goods are similarly valued, except for mer
chandise in hands of consignees, which is priced and
billed on memorandum at 110% of cost. Finished goods
valued at $140,000 are pledged against instalment notes
payable to bank.
Of the capital-stock investments in other companies,
$95,000 represents investments at cost in 50% or more
of the stock of subsidiary companies. The realizable
values of such investments exceed cost, and income
therefrom is recorded as dividends are received.
The remaining investments represent small stock inter
ests considered necessary for business operations, having
an aggregate market value of $21,800 at December
3 1 , 1943.
The land-and-buildings account, when analyzed, dis
closes the following—
Cost of land.................................. ................... $ 75,000
Depreciated cost of buildings as at January 1,
1938, established by revenue agent’s report
dated July 7, 1939, adjusted for subse
quent additions and retirements................
669,500
Accumulated depreciation since January 1,
1938 ................................................................
107

304,500

E X A M IN A T IO N Q U E S T IO N S —M AY, 1944

(11) The sinking fund consists of $19,700 in cash and
$50,000 of the company’s own First Mortgage 5%
Bonds.
(12) The treasury stock represents 100 shares of preferred
valued at par and acquired for resale to employees.
(13) The preferred stock has a $100 par value. It is cumu
lative at the rate of 6%, and is callable after July 1,
1945, at 105% of par value plus accumulated and unpaid
dividends, if any. The 1,800 shares issued include the
100 shares in the treasury.
(14) The common stock also has a $100 par value. The sub
scriptions to 400 shares of common stock are stated in
the balance-sheet net of $18,000 representing receivables
from subscribers on their stock-subscription contracts.
(15) The reserve for employees’ pensions of $14,000 offsets
the amount of cash in the employees’ pension fund. This
fund was set up in 1943 as a result of a contract with
employees.
(16) The current earned-surplus account dates back to July
1 , 1934, on which date a voluntary reorganization served
to eliminate an operating deficit.
No. 2 (2 0 p o in ts):
CITY O F D O EV ILLE
From the following information concerning the general
accounts of the City of Doeville, p rep are:

1. A statement of revenues, expenditures, and surplus of the
general accounts for the year 1943.
2. A balance-sheet of the general fund as of December 31,
1943.
3. A comparative statement of revenue and budget estimates
for the year.

108

A C C O U N T IN G PRA CTIC E

4. A statement of expenditures and encumbrances in com
parison with the budget estimates.
5. Closing entries.
The trial balance of the general accounts of the City of
Doeville at the beginning of the new fiscal year, January 1,
1943, was as follows:
Cash .................................................................
Taxes receivable—prior years..................
Miscellaneous accounts receivable............
T ax liens ......................................................
Audited vouchers .........................................
Reserve for encumbrances...........................
Unappropriated surplus .............................

$ 37,452
3,729
1,868
2,046
$20,370
8,010
16,715
$ 45,095

$45,095

The transactions for 1943 are summarized below:
1. The budget was adopted for the 1943 fiscal year as fol
lows—
Expenditures
State and county ta x es................................. $ 10,370
Addition to sinking fund.............................
20,000
General administration ...............................
28,200
Protection of life and property...................
30,000
Protection of health.......................................
21,000
Streets and roads...........................................
40,000
Education ...........................................................
120,000
$269,570
Revenues
Licenses and permits.....................................
Fines and penalties.......................................
M iscellaneous.................................................
T axes ...............................................................

$

6,250
6,715
11,580
245,025

$269,570
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2. Appropriations were made to cover encumbrances out
standing at January 1, 1943, as follows—
General administration ...............................
Protection of life and property...................
Protection of health....................................
Streets and roads...........................................
Education ..............................

$

110
2,450
750
2,500
2,200

$

8,010

3. Of the taxes receivable for prior years, $3,427 was col
lected. Tax liens were obtained against the remaining
delinquent taxpayers.
4. All of the tax liens outstanding at the beginning of the
year were sold for cash, and all the outstanding miscel
laneous accounts receivable were collected.
5. The tax levy for 1943 was $245,025, of which $236,421
was collected in cash.
6. Contracts were let and open-market orders were placed
in the estimated amount of $126,382, as follows—
General administration ...... ........................ $ 10,824
Protection of life and property.......................
15,933
Protection of health.......................................
8,422
Streets and roads................................................
25,727
Education ............................................................
65,476
$126,382

7. Cash was received from licenses and permits totaling
$5,276, and from fines and penalties totaling $6,956. Mis
cellaneous income aggregated $11,475, of which $9,375
was collected.
110

ACCOUNTING PRACTICE

8. Claims presented and approved against outstanding con
tracts and open-market orders amounted to $125,955, as
follows—
General administration.................................
Protection of life and property...................
Protection of health.....................................
Streets and roads...........................................
Education .......................................................

$ 10,853
13,877
8,887
28,951
63,387
$125,955

The claims are the same as the amounts originally esti
mated except for one streets-and-roads claim which ex
ceeded the original estimate by $1,000.
9.

Payroll vouchers amounting to $116,450, not covered by
contracts and open-market orders, were approved as
follows—
General administration ...............................
Protection of life and property...............
Protection of health....................................
Streets and roads.........................................
Education ......................................................

$ 16,621
17,500
11,850
13,479
57,000
$116,450

10. Vouchers were approved for payment of $20,000 appropri
ated to the sinking fund and of $10,370 for taxes due the

state and county.
11. Cash payments made against audited vouchers amounted
to $270,653, including those outstanding at January 1,
1943.
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No. 3 (1 4 points) :
Prepare from the following data a statement of net assets
of A as at December 1 and December 10, 1943, and changes
during the period ended December 10, 1943.
A, a sole proprietor, intends to form a partnership with B.
Because of A’s failure to keep records, however, he cannot
furnish to B statements indicative of financial position and
earnings to serve as a basis for determining the respective
capital interests of the prospective partners and for reaching
agreement on other financial matters. Accordingly, it is agreed
between A and B that A should continue operating as a sole
proprietor for a six-month period ending May 31, 1944, and
to keep proper accounting records to serve as a basis for the
drafting of a satisfactory partnership agreement.
On December 10, 1943, you are engaged by A to establish
a starting point in the bookkeeping retroactive to December
1st. You ascertain the following facts with respect to balances
on pertinent dates and transactions during the ten-day period:
1. Available data as at December 1, 1943—
Cash
Bank balance at November 30, 1943, per bank statement. $3,070
Outstanding checks ascertained from checkbook—
No. 971............................................................... $120
978...............................................................
145
984...............................................................
170
992...............................................................
180
Furniture and fixtures (appraised v a lu e).................................
2,200
Receivables (per billing slips)
M ...................................................................................
800
N .....................................................................................
500
P .....................................................................................
600
Payables (per monthly creditors’ statements)
C .....................................................................................
350
D .....................................................................................
620
F .....................................................................................
820
G .....................................................................................
100
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2. Transactions, December 1 to December 10—
(a )

(b )

(c )

(d )

(e )

Sales on account
To R, goods costing $94 delivered December 4 . .
Q, goods costing $178 delivered December 7.
Y, goods costing $180 delivered December 12
(merchandise purchased from F below)
Purchases on account
From C, goods ordered Dec. 1, received Dec. 2 . .
F, goods ordered Dec. 2, received Dec. 5 . .
G, goods ordered Dec. 4, received Dec. 8 . .
I, goods ordered Dec. 10, received Dec. 13
Cash receipts
December 2 cash sales (cost, $6 3 4 )...................
5 M .......................................................
7 cash sales (cost, $ 3 2 6 )...................
9 N .......................................................
10 P .......................................................
Cash disbursements
December 2 993 supplies.........................................
4 994 Decemberrent..............................
5 995 D ..................................................
9 996 F ..................................................
9 997 withdrawalby A, proprietor.
December 4—Receipt of credit memorandum for
return of goods to D originally received on N o
vember 28 and returned November 30.......... ..
December 9—Allowance on goods purchased by N,
November 24 (error in p ricin g)..............................

140
250
320
400
192
300
250
860
400
485
300
*†600
25
175
†490
500
200

120
80

3. Balances, December 10, 1943—
Cash—
Balance per bank statement, December 10, 1943.............. $3,780
Outstanding checks:
No. 984............................................................... $170
996 ...............................................................
500
Merchandise inventory (per physical count stated at cost)
3,000
Furniture and fixtures.................................................................
2,200
* Deposit Dec. 11, 1943.
† After deduction of 2% cash discount.
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Theory of Accounts
May 18, 1944, 9 a.m. to 12:30 p.m.
This paper is intended to test the extent of your knowledge
of accounting theory and your ability to apply the knowledge
you have acquired. Due weight will be given to the arguments
presented to support your answer to each question, even
though the examiners may not agree with your conclusions.
GROU P I
Answer all questions in this group.
No. 1 (1 0 points):
During the fiscal year ended December 31, 1943, a company
completed a government contract which is subject to renego
tiation. Briefly explain how the facts would be presented in
the financial statements in each of the following cases:
(a) Renegotiation is in prospect but there is no certainty of
the amount involved, and apparently no satisfactory basis
for computing such amount.
(b) The Price Adjustment Board has fixed the amount of the
refund, and the company accepts it as proper.
(c) The Price Adjustment Board has fixed the amount of the
refund, and the company does not agree to it.
(d) A refund has been made as result of a settlement after the
balance-sheet date.
(e) The refund made after the balance-sheet date applies to
the year 1942.
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No. 2 (1 0 points):
At what time is it proper to recognize income in the follow
ing cases: (a) COD sales; (b) instalment sales; (c) sales for
future delivery; (d) merchandise shipped on consignment;
(e) by-product sales; (f ) scrap sales; (g) profit on incom
plete construction contracts; and (h) subscriptions to publi
cations.
No. 3 (1 0 points):
(a) You are requested by an executor of the estate of a
decedent to indicate as of the date of death, November
16, 1943, the apportionment of certain items as between
corpus or principal and income. (Calculations not re
quired.) These items are enumerated as follows:
(1) A. B. Co. bonds, 4½ % due December 31, 1953; par
value $50,000; appraised value as of November 16th,
$56,000; interest payable January 1st and July 1st.
(2) M. N. Co. common stock, 1,000 shares; dividend of
6% declared November 1st payable December 1st
to stockholders of record on November 15th.
(3) M. N. Co. preferred stock, 1,000 shares; 6% cumu
lative preferred stock dividend (assume that divi
dends are paid semiannually, on March 15th and
September 15th, and that all dividends are paid cur
rently without any dividend arrearage).
(b) The A. B. Co. bonds are designated for a trust fund in
which the widow is a life tenant or beneficiary as to in
come from the fund and a daughter is the remainderman.
The executors (who are to become trustees of the fund)
request accounting advice from you as to the procedures
to be followed to record correctly the creation of the
trust fund and the trust fund transactions until maturity
of the A. B. Co. bonds.
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No. 4 (1 0 points):
Describe the accounting theory concerning capital and rev
enue expenditures to be considered in each of the following
situations:
(a) A public-utility company acquires a gas holder for use
in its system where gas consumption has been increased
by war production. The gas holder referred to was an
operating unit used by another unrelated utility, but it
was the only gas holder available. The cost of the holder
is $1,000,000; the cost to dismantle the holder is $100,
000; the cost of freight to ship the holder to the point of
use is $40,000; the assembling cost at point of use is
$75,000; the cost of fuel for the first month of operation
is $3,000.
(b) A paper company finds it necessary to have a feeder
canal in order to facilitate the handling of pulpwood in the
dense regions beyond the main canal. The paper company
acquires a dredge for this purpose. The cost of the
dredge is $250,000; the costs incidental to placing the
dredge in operation at the site of work are $55,000; and
the cost of operating such dredge is $35,000 for the first
month and about the same amount monthly thereafter.
The project will require four years, at which time the
company plans to abandon such dredge because of the
extensive repairs then necessary.
No. 5 (1 0 points):
State the information which is necessary for the develop
ment of a sound depreciation policy by a going industrial

concern.
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GROUP II
Answer any five questions in this group. No credit will be
given for additional answers and if more are submitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 ( 10 points) :
Accounts-receivable bookkeeping has been simplified by the
use of the so-called “accounting stub plan,” employed by de
partment stores, public utilities, and certain other industries.
Describe this method of accounting for customers’ balances.
No. 7 (1 0 points):
Indicate the effect of an understatement of inventory upon
the financial statements of the current and subsequent fiscal
years.
No. 8 (1 0 points):
An oil company owns 100,000 drums or containers which
cost $20 each, against which there is a depreciation reserve
amounting to $625,873 accumulated on the straight-line basis.
The drums are physically located as follows: 30,000 are on
hand; 10,000 are being repaired at an estimated average cost
of $7 per drum ; and 60,000 have been delivered to customers.
A deposit of $25 per drum has been charged to each customer.
Explain the accounting theories applicable and describe the
presentation of the data in the financial statement.
No. 9 (1 0 points) :
W hat is the meaning of the terms “original cost” and “ad
justment account” used in public-utility accounting?
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No. 10 (1 0 points ) :
The management of a company requests your advice as to
the accounting treatment for by-products expected to be pro
duced as a result of the manufacture of a new principal
product. You are requested to explain various methods of
accounting for by-products and the circumstances influencing
the selection of each method.

No. 11 (1 0 points ) :
A company negotiated a contract for the production of 100
machines at a price of X dollars per machine. This price is
set on the basis of an estimate of the average cost of manu
facturing such machines in contemplation of the fact that the
manufacturing capacity of the plant would be used for several
months. The company purchased some of the special parts
necessary for all machines, but before any machines were
manufactured the contract was terminated with a provision,
however, that 20 machines should be manufactured and de
livered. Point out the factors that must be considered with
respect to the special parts purchased and the price to be set
for the twenty machines in the new contract.
No. 12 (1 0 points ) :
Briefly explain the meaning of the term “encumbrances”
and the use of “encumbrance accounts” in municipal account
ing.

118

Accounting Practice —Part II
May 18, 1944, 1 :30 to 6:00 p.m.
Solve all problems.
No. 1 (2 5 p o in ts):
Prepare a balance-sheet of Moran Realty Company as at
December 31, 1943, and an income (ledger) account for year
then ended, giving consideration to deferred and accrued
items.
On January 15, 1941, the Moran Realty Company acquired
200 acres of land situated on the rim of a manufacturing dis
trict, at a cost of $180,000. The company proposed to sub
divide the land into lots for use as business and residential
sites, after having enhanced the value of the location by
further stimulating manufacturing development. For this
purpose, the company donated 20 acres of land to several
factories and agreed to provide railroad sidings for them. As
an initial inducement to settle the area, the company also
donated 5 acres to individuals for use as business and resi
dence sites.
The remaining tract of 175 acres had been improved and
subdivided into 1,500 lots, all of which were advertised as
available for sale as at October 1 , 1942. Lot subdivisions set up
for purposes of sale and the corresponding prices were as
follows:
Subdivision

Number of lots

Selling price per lot

A
B
C

600
400
500

$400
300
250

To finance the undertaking the company supplied $80,000
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of its own cash (for which common stock at $100 par value
had been issued), and on March 1, 1941, obtained an addi
tional $300,000 through the issuance of 5% bonds, interest
payable on March 1st and September 1st. The bond agree
ment stipulated a payment of 40% of principal on or before
October 1, 1942, and the balance on or before March 1, 1945.
A summary of other transactions to December 31, 1943,
follows:
Cost of providing railroad sidings to factories........
$ 12,800
Plots and surveying..............................................................
39,000
Cost of cutting down trees, net of incidental rev
enues .............................................................................
4,500
Sidewalks, gradings, sewerage, and landscaping...
80,000
Redemption of bonds:
O c t 1, 1942...........................................
S ep t 1, 1943.........................................

$120,000
80,000
---------------

Legal and other professional fees in connection with
the acquisition and development of the property.
Interest on bonds paid through September 1, 1943 .
Sales commissions, 5% payable upon passing of title
Special assessments and municipal taxes ($14,700
incurred up to October 1, 1942)...............................
General and administrative expense.........................

200,000
7,500
22,000
15,660
22,000
17,400

The foregoing items were paid in cash in the amounts indi
cated.
Lots were sold under two plans: The first plan (referred
to as “contract plan” ) required an initial payment of 20%
of selling price and four equal quarterly payments, title pass
ing to the purchaser on the final payment. The profit on such
sales is recognized on the instalment-collection method of ac
counting. Under the second plan (referred to as “mortgage
plan” ) title to the lots passed at time of sale, with the company
receiving 30% of the selling price as a down payment and a
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purchase-money mortgage for the balance maturing two years
from date of sale, interest at 6% , payable semiannually. The
profit on these sales is recognized when title passes.
Lots were sold according to agreements dated October 1,
1942, and April 1 , 1943, under the two plans, as follows:
Number sold under
“Contract Plan”
Total
Number
Subdivision/
Sold
A
600
340
B
460
C
1,400

April 1,
1943
125
80
40
—1
245

1942
100
120
200
_
420

Number sold under
“Mortgage Plan”
Oct 1,
1942
250
80
150
■
480

April 1,
1943
125
60
70
—
255

Principal and interest payments on sales were received
regularly as they became due. It is believed unlikely that de
faults, either as to principal or interest, will occur in the
future.
No. 2 (1 5 points):
Oct 1,
On the basis of the data following, prepare a statement of
factory accounts, showing costs, variances, and inventory bal
ances.
The Taylor Manufacturing Company has a contract to
manufacture 10,000 units of product X, a regular-line product,
for a lump-sum price. This price was determined on the basis
of estimates of manufacturing cost, selling, administrative, and
general expenses, and provision for net profit.
The management desires to check manufacturing-cost esti
mates against corresponding actual costs through the factory
accounting records, and decides to make use of procedures
followed under estimated-cost systems in which estimated and
actual costs are reflected in opposition in cost accounts and
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variations are developed thereby. These comparisons are to
be made monthly so that differences between estimated and
actual costs can be detected and controlled currently.
Product X has been manufactured by two major processes
developed in the Fabricating and Finishing departments.
Estimated costs per unit of product for each of these depart
ments follow:
PRODUCT X
E stimated Cost per U nit
Fabricating Department
Quantity
or time
Direct materials .............3 units
Direct labor .................... 2 hours
Manufacturing overhead.. 2 hours

Esti
mated
value
$1.20
.90
.60

$3.60
1.80
1.20

Finishing Department
Quantity
or time

Esti
mated
value

Total

1.5 hours
1.5 hours

$1.00
.50

$1.50
.75

$6.60

Total ......................................

$2.25

Product and cost data for operations during the first month
under the contract are as follows:
Fabricating Department Finishing Department

....

Beginning inventory:
Q u an tity.................................
Average state of completion
Costs—
Direct m aterials..............
Transfer materials from
Fabricating Department
Direct labor ....................
Manufacturing overhead.

200 units
35%

80 units
55%

$720

126
Total
84
$ 930

Materials purchased and
issued .....................................
Direct labor incurred..............

$9,100
3,810
122

$528
66
33

$

627

$3,860
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Manufacturing overhead in
curred .....................................
Ending inventory—
Q u an tity.................................
Average state of completion

3,180

2,105

300 units

240 units

60%

70%

N ote.—The amounts in the above tabulation are at actual cost, with the
exception of the beginning inventories, which are stated at
estimated co st

During the month, 2,000 units were finished, of which 1,800
units were shipped to the purchaser under the contract. Goods
are assumed to be produced and sold on a first-in, first-out
basis.

No. 3 (1 0 points):
From the information submitted hereafter, compute the net
income of The Baltic Corporation for its 1943 federal incometax return, and prepare a reconciliation of taxable net income
and net income per books:
T H E B ALTIC C O R PO R A TIO N
S tatement of I ncome for the Y ear E nded D ecember 31, 1943
Sales, less cash discounts and allowances................
Cost of goods sold...........................................................

$ 100,000
54,000

Gross profit on sales...................................................

$ 46,000

Selling, administrative, and general expenses:
Selling exp en se........................................................... $ 8,000
Administrative e x p e n se ...........................................
15,000
Provision for doubtful accounts.............................
1,000
General ex p en se.............................................................
4,000

28,000

$ 18,000
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Other income (net) :
Interest on bonds of domestic corporation............
Refund of 1936 surtax on undistributed profits..

$ 6,100
1,500
$ 7,600

Loss on sale of land and building..........
Interest on notes.........................................

$ 4,000
1,800

5,800

1,800

N et income before provision for federal taxes on
income .........................................................................
Provision for federal taxes on income.......................

$ 19,800
4,000

N et income transferred to earned surplus..............

$ 15,800

S ummary of E arned S urplus for the Y ear E nded
D ecember 31, 1943
Balance at January 1, 1943.........................................

$ 53,400

Add:
Net income for the year ended December 31,
1943, as above......................................................... $15,800
N et profit derived from trading in own capital
s t o c k ...................... ..................................................
2,500
Excess of insurance over book value of property
destroyed. (Total insurance was expended on
similar property constructed in 1943)..............
60,000

78,300
$ 131,700

D educt:

ft

Lawsuit pending since 1939, settled as to validity
and amount of claim by court judgment in 1943 $ 3,200
Factory building alterations to provide additional
fire exits, required by local ordinance, Decem
ber 3 1 , 1943...............................................................
1,200
Balance at December 31, 1943.....................................
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4,400
$ 127,300
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Additional information:
Sales include $5,000 of merchandise in transit at December
31, 1943, to a customer on the basis of approval upon delivery.
Cost is 70% of selling price.
Cash discount on sales includes $150 for anticipated cash
discounts.
Selling expense includes additional compensation of $1,500
paid to sales manager for services rendered in a prior year.
This additional compensation was approved by resolution of
the board of directors, dated July 15, 1943.
Administrative expense includes a provision for pensions
in the amount of $1,000, credited to a reserve for pension,
against which reserve $750 was charged during 1943 on
account of payments to superannuated employees.
The corporation has previously elected to take deductions
for bad debts by means of annual additions to a reserve estab
lished for that purpose, based upon a review of the customers’
balances.
General expenses consist of items as follows:
Telephone and telegraph.....................................................
Stationery and postage.......................................................
Light and h e a t .....................................................................
Legal and accounting fees...................................................
Cost of moving machineryto demonstrationplatform
Amount paid for insurance premiums on life of presi
dent (proceeds of policy
payabletocom pany).......
Contributions .......................................................................
G eneral...................................................................................
T o t a l...............................................................................

$

350
800
600
750
125
225
750
400

$4,000

During 1943, the company sold land and buildings for
$17,000. The cost of the land was $10,000 and the buildings
$15,000. At the time of the sale the amount of depreciation
allowed and allowable in respect of the building was $4,000.
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Commercial Law
May 19, 1944, 9 a.m. to 12:30 p.m.
Reasons must be stated for each answer; no credit will be
given for an answer unsupported by a statement of reasons.
Whenever practicable, give the answer first and then state
reasons. Answers will be graded according to the applicant’s
evident knowledge of the legal principles involved in the ques
tion rather than on his conclusions.
GROUP I
Answer all questions in this group.
No. 1 (1 0 points):
A is indebted to B, his agent. A gives the agent B authority
to sell certain goods and from the proceeds to pay himself (B )
the debt due from A. The principal A dies before the goods
are sold.
(a) Would death of A revoke the agent’s authority? W hy?
(b) The executor of A ’s estate seeks to recover the goods
from the agent. Can he do so ? Why ?
(c) Can an agent appoint a subagent? Explain.
(d) Are there any exceptions to the general rule? If so, what
are they?
(e) W hat are the legal consequences of an agent’s unauthor
ized delegation of authority?
No. 2 (1 0 points):
(a) In a case where a debtor owes several debts to the same
creditor and makes payment of one of the debts what is
the rule to be followed by the creditor for the application
of the payment?
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(b) W hat is the rule where interest accrued on the several
debts?
(c) After appropriation is made, can it be changed? How?
(d) A, an accountant, sent B a bill for $1,000 for personal
services. There had been no agreement as to the price to
be paid. B, on receiving the bill, sent a letter to A ques
tioning the reasonableness of the amount charged but
did not dispute the service, enclosing a check for $500
which he stated was in full satisfaction of A ’s claim. A
made no reply and deposited the check in the bank. He
subsequently sued B to recover the $500 as balance due.
Is he entitled to recover?
No. 3 (1 0 points):
(a) A makes a note to B or order. It is duly indorsed by
B, C, D, and E, the last indorsing it over to B, the orig
inal holder. Default and due notice, etc. B sues the maker
and all the indorsers. Advise all parties.
(b) Where a negotiable instrument is ambiguous, what are
the rules of construction and interpretation as to :
1. Conflict of words and figures.
2. Instrument providing for payment of interest without
specifying date from which interest is to run.
3. Undated.
4. Conflict between written and printed provision.
5. Instrument containing words “I promise to pay,”
signed by two persons.
No. 4 (1 0 points):
The following questions relate to federal income taxation:
When should the following be included in taxable gross
income if (1) the taxpayer is on a cash basis; if (2) the tax
payer is on an accrual basis?
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(a) Salary for the week ending December 31, 1942, received
during January, 1943.
(b) On April 1, 1943, he received interest of $100 on bonds
of the X Company purchased October 1, 1942, and sold
April 1, 1943. Interest is payable semiannually on April
1st and October 1st.
(c) Who is entitled to depreciation deduction, the life tenant
or the remainderman ?
(d) A died on December 31, 1942, leaving an apartment
house to B for life with the remainder to C. On the date
of A’s death, the building was valued at $100,000 and had
an estimated useful life of 50 years. The depreciation
deduction for 1943 is $2,000. W ho is entitled to that
deduction ?
No. 5 (1 0 points):
(a) The B corporation had a credit balance of $2,000 in its
check deposit account in the C bank. A, the sole stock
holder of B corporation, owed the C bank $1,800 on a
personal note. The C bank failed and is in receivership.
A wishes to set off the claim of the B corporation against
the bank’s claim on the note owed by A.
1. Should the set-off or counter-claim be permitted?
2. Explain.
(b) A, the president of the B corporation, indorsed checks
payable to the corporation and deposited them in his
personal account in the C bank. The bank collected the
proceeds and paid them out on the personal checks of A.
The B corporation sues the C bank for the proceeds of
the checks deposited by A, its president.
Can the corporation recover? From whom? Is the bank
liable? Explain.
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GROU P II
Answer any five questions in this group. No credit will be
given for additional answers, and if more are submitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 (1 0 points):
(a) On dissolution of a partnership, in what order are part
nership obligations to creditors and partners to be
discharged, in the absence of any provision on the subject
in the partnership agreement ?
(b) A, B, and C are partners. Capital contributions—A,
$10,000; B, $5,000; and C, $5,000. Profit and loss to be
shared in proportion to capital contribution, that is A,
50% ; B, 25% ; and C, 25%. After operating the busi
ness A made an advance of $5,000. Thereafter they
decide to liquidate.
The firm has assets at book value of $60,000 on which
they realized $50,000 on liquidation. Liabilities to cred
itors, $20,000.
W hat is the order of discharge of partnership obligations
and what amounts are payable in final settlement to the
creditors and partners ?
No. 7 (1 0 points):
(a) W hat is the legal relation of a depositor to his bank?
(b) H as the depositor legal title to the deposits in his bank?
(c) W hat right of set-off has a bank against the accounts of
the depositor?
(d ) Has the bank the right of set-off of its unmatured claim
against the depositor’s account?
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No. 8 (1 0 points) :
In sales, what is meant b y :
(a)
(b)
(c)
(d)

Sales in bulk?
W hat is the purpose of the Bulk Sales Act?
Passing of title ?
Under what circumstances may a seller of merchandise
exercise stoppage in transitu ?
(e) On what principle is the right given to an unpaid seller
for stoppage in transitu?

No. 9 (1 0 points):
(a) A ships goods by the YRR Company, a common carrier.
A agreed with the company in writing to limit the railroad
company’s liability for loss to an amount not exceeding
$250. The goods were lost and A sues for $500 which he
claims was the actual value of the goods. The company
sets up as a defense the agreement.
Can A recover and if so how much?
(b) W hat constitutes proper delivery of goods by a common
carrier to the consignee?
(c) When is a common carrier excused for a failure to deliver
goods to the consignee?
No. 10 (1 0 points):
(a) W hat effect does the release of the principal debtor have
on the liability of the surety, and why ?
(b) Does the discharge of the principal debtor in bankruptcy
release the surety?
(c) If the principal debtor is discharged under a composition
agreement does this release the surety ?
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No. 11 (1 0 points):
(a) In bankruptcy, how is the trustee selected?
(b) In the case of bankruptcy of the individual partners and
also the partnership, how are the estates of the partner
ship and the individual partners distributed?
(c) In the case of bankruptcy, to what extent are stock
holders and officers of a corporation personally liable?
(d) What right does the trustee in bankruptcy of the insured
take in his life-insurance policy ?
No. 12 (1 0 points):
(a) W hat is an estate for life where real property is con
cerned?
(b) W hat are the rights and liabilities of a life tenant?
(c) W hat is a joint tenancy?
(d) W hat is an estate in entirety?
(e) What is a tenancy in common?
(f) How is partnership realty held? Explain.
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Auditing
May 19, 1944, 1 :30 to 5 :00 p.m.
Answer all questions.
No. 1 (1 0 points) :
Name the essential elements of an auditor’s certificate or
report and write a typical short-form certificate.
No. 2 (1 0 points):
W hat purpose is served by obtaining bank statements and
paid checks as of a date later than the close of an accounting
period? State how such statements and paid checks are util
ized by the auditor.
No. 3 (1 0 points) :
Indicate the auditor’s objectives in examining the following
balance-sheet reserves and related charges in the profit-andloss statement:
Reserve for insurance.
Reserve for injuries and damages.
Reserve for pensions.
R e se r v e for co n tin g en cies.

What steps should he take to satisfy himself that such re
serves are proper ?
No. 4 (1 0 p o in ts):
Describe a sales “cut-off” and indicate the auditing steps
you would follow in making a sales “cut-off.”
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No. 5 (7 points):
Describe a suitable distribution of duties among the account
ing department, the treasurer’s department, and any other
department to provide adequate protection of disbursements
by check.
No. 6 (7 p o in ts):
During the course of an examination you note certain dis
bursements charged to promotion expense. There is no sup
porting detail, but the vouchers were approved by the
president. The related checks, made payable to cash, were
signed by the treasurer, countersigned by an assistant treas
urer, and indorsed by the treasurer. The officers refuse to
furnish any further information. As independent auditor,
what would you do, and why?
No. 7 (1 5 points):
W hat audit procedures are required with respect to :
(1) Additions to property accounts of a manufacturing com
pany during the year under review. The additions to be
considered comprise property additions (a) constructed
by a company using construction work-order records,
(b) acquired by direct purchases from outside vendors,
and (c) acquired through consolidations, etc.
(2) Retirements of property of a manufacturing company
during the year under review.
State in your answers sources from which you would expect
to obtain needed information.
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No. 8 (1 5 p o in ts):
The following entries arouse suspicion of fraud. W hat do
you think may have occurred ? As independent auditor, what
further steps would you take ?

J uly Cash R eceipts B ook

Date
July 2
4
5
6
6
9
10
15
19
20
24
24
31

Explanation

Cash

A, Customer ............................... . $ 1,300
B, Customer ................................
2,000
Cash sale (correct per register)..
140
C, Customer .............................
800
D, Customer .............................
1,400
B, Customer .............................,
1,470
A, Customer .............................
784
D, Customer .............................,
2,646
C, Customer .............................
1,176
Cash sale (correct per register)..
170
B, Customer .............................
500
C, Customer .............................
1,558
B, Customer .............................
850
A, Customer .............................
500
$ 15,294

Cash
Accts.
Sales Discount Rec.
$ 1,300
2,000
$140
800
1,400
1,500
800
2,700
1,200

$ 30
16
54
24
170

500
1,600
850
500

32

$310

$166

$ 15,150

S ummary E ntry
Cash ......................................................................................
Cash sales ........................... ..................................................
Cash discounts on sales.........................................................
Accounts receivable ...............................................................

$ 15,294
$

15,150
$ 15,460
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Customers’ accounts appear below:
A,
7 /3
7/ 4
7/15

Customer

Balance ..............
Sale .....................
Sale ....................
Sale ....................

Terms 2/10, n /30
$1,300
800
1,200
550

7 / 2 Balance paid . . . .
7/10 7/3 Invoice paid.
7/31 7 /4 Invoice on
accou n t............

B, Customer
7/ 1
7/ 2
7/ 9
7/15

Balance ..............
Sale ....................
Sale ....................
Sale ....................

7/ 1
7 /5
7/16
7/24

Balance . . ..........
Sale ....................
Sale ....................
Sale ....................

$2,000
1,500
500
850

7/ 4
7/ 9
7/24
7/31

Balance paid____
7 / 2 Invoice paid
7 / 9 Invoice paid
7/15 Invoice paid

$2,000
1,500
500
850

Terms 2/10, n /30
$ 800
1,200
1,600
700

7 / 6 Balance paid___
7/19 7 / 5 Invoice paid
7/24 7/16 Invoice paid

D, Customer
Balance .............
Sale ....................
Sale ...................
Sale ...................

500

Terms 2/10, n/30

C, Customer

7/ 1
7 /4
7/10
7/20

$1,300
800

$ 800
1,200
1,600

Terms 2/10, n/30
$1,400
1,500
1,200
900

7/ 6
7/15

Balance paid___
7 /4 and 7/10 In
voices p a id ___

$1,400
2,700

No. 9 (8 p o in ts):
Describe the positive and negative methods of confirming
accounts receivable by correspondence with debtors. How
would you determine which method to use?
No. 10 (8 p o in ts):
You are examining annual financial statements which are
to be published for the information of the company’s stock
holders. You find that depreciation charged against income
differs from the depreciation deduction in the federal tax
returns. What would you do about it ?
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Examinations of November, 1944
Accounting Practice —Part I
November 8, 1944, 1 :30 to 6:00 p.m.
Solve Problem No. 1, and either Problem No. 2 or
Problem No. 3.
No. 1 (2 5 p o in ts):
ACME COM PANY
Using the given information, prepare corrected property
and related accounts of the Acme Company as at January 1,
1943 and December 31, 1943.
The Acme Company commenced business on July 1, 1939.
The property and related accounts appear in its general
ledger as follows:
Property Account
7/1/39
1/2/41
1/2/42
11/1/42

4/1/42 Retirement of Unit
A at cost........... $ 8,000
7/1/43 Sale of all proper
ties ..................
158,000

Cost .................... $100,000
Appraisal write-up
40,000
Addition—Unit B. 22,000
Flood damage-----4,000

Reserve for Depreciation—Property
12/31/39 To depreciation.. $ 2,000
4/1/42 Removal of reserve
12/31/40 “
“
4,000
for Unit A ....... $
800
12/31/41 “
“
..
5,600
7/1/43 Sale of all proper
12/31/42 “
“
6,320
ties ..................
17,120
Capital Surplus Account
1/2/41 Appraisal write-up $ 40,000
7/1/43 Profit on sale of all
5,140
properties.............

4/1/42 Loss on retirement
Unit A (Net book
value $7,200 less
proceeds $4,500). $ 2,700
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Additional facts:
An appraisal report dated January 2, 1941, states that the
replacement cost new of the property on that date was $140,000
and that it had an estimated life of 18% years from January
2, 1941.
The addition made on January 2, 1942, was estimated to
have a life of eight years. On May 1, 1943, all property was
sold for $146,020. This sale was incident to a change in the
location of the company and the rental of new premises.
The minutes of the board of directors meetings contain a
resolution with respect to accounting policy to the effect that
annual depreciation charges from July 1, 1939, should give
effect to the appraisal of January 2, 1941.
No. 2 (25 points) :
CITY O F M ARIW OOD
The following account balances are taken from the books
of the City of Mariwood on June 30, 1943, the close of the
fiscal year.
1. Segregate the data into the applicable fund or accountgroup trial balances, supplying the needed account titles.
2. Prepare closing entries.
Accounts payable—g e n e r a l.........................................................
Appropriations—general .............................................................
Bonds payable—g en era l...............................................................
Bonds payable—special assessment—District No. 1 ............

$

6,000
106,000
300,000
25,000

B on d s payab le — prem ium — sp ecial a ssessm en t — D is 

trict No. 1 ...................................................................................
Building—g a r a g e ...........................................................................
Building—garage—reserve for depreciation.........................
Buildings—other ...........................................................................
Capital outlays for construction—bridge........................
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20,000
5,000
300,000
70,000

E X A M IN A T IO N Q U E S T IO N S —NO V EM BER, 1944

Capital outlays for construction—special assessment—Dis
trict No. 1..........................................................................
Cash .................................................................................................
Contracts payable—b rid g e...........................................................
Depreciation—garage ...................................................................
Encumbrances—b r id g e .................................................................
Encumbrances—general .............................................................
Equipment—g a r a g e .......................................................................
Equipment—reserve for depreciation.......................................

26,000
47,600
5,000
2,500
25,000
7,000
50,000
10,000

Equipment—other .................................................................

75,000

Estimated revenues .....................................................................
Expenditures—g e n e r a l.................................................................
Garage—original appropriation.................................................
Inventory of materials and supplies—garage...........................
Inventory of materials and supplies—general..........................
Labor—garage ...............................................................................
Land—g a r a g e .................................................................................
Land—other ...................................................................................
Materials and supplies used—garage.......................................
Overhead—g a r a g e ............ ............................................................
Public improvements ...................................................................
Receipts—interest on special assessments—District No. 1 ..
Reserve for authorized expenditures—bridge........................
Reserve for authorized expenditures—special assessments. .
Reserve for encumbrances—b r id g e ...........................................
Reserve for encumbrances—g e n e r a l.........................................
Revenues—g a r a g e ..............................................................
Revenues—general ..................................
Special assessments receivable—District No. 1 deferred.. . .
Special assessments receivable—District No. 1 delinquent..
S u rp lu s.............................................................................................
Taxes receivable—delinquent.....................................................

100,000
104,000
60,000
1,500
4,000
5,000
4,000
20,000
2,000
2,500
1,250,000
1,000
100,000
25,000
25,000
7,000
12,500
102,000
18,000
400
1,419,000
75,000

Explanatory Data
1. The city has deposited all cash in a single bank account.
The fund segregation will require a separate account for
each fund. The cash is owned as follows: garage, $2,000;
bridge, $35,000; construction of pavement, $2,000; special
assessment bond payments, $1,600; interest on special
assessment bonds, $2,000; balance, general city.
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2. $3,000 of the special assessment construction expenditures
is from cash belonging to the general fund.
3. The city’s share of special assessment construction unpaid
is $5,000.
4. The municipal garage has supplied services in the amount
of $1,000 for the general fund for which no settlement has
been made.
5. The municipal garage was built and equipped out of gen
eral taxes. The surplus earned by the garage to July 1,
1942, is $3,000.

No. 3 (alternate for No. 2 ) (2 5 points) :
The Big Three Corporation contemplates dissolution pri
marily because one of the three stockholders may be regarded
as unfriendly. Adams and Brown, two of the stockholders,
agree to form a partnership.
From the information submitted hereafter prepare a bal
ance-sheet of A & B Co., partnership, as at December 16,
1943, after giving effect to the dissolution of the predecessor
organization in accordance with a proposed reorganization
agreement.
Applicable data are enumerated below:
1. A balance-sheet of the Big Three Corporation as at Decem
ber 16, 1943, is as follows:
A ssets
Current assets:
Cash ...........................................................................
Receivables, less reserve $22,000......................
Inventories .............................................................
Investm ents.............................................................................
Total current assets.............................................
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Property—stated at appraisal value determined as
at December 16, 1943...........................................
L ess: reserve for depreciation..............................

$125,000
27,500

Treasury preferred stock (par value $40,000), at
cost .....................................
Other assets .................................................................
Prepaid ex p en ses.........................................................

97,500

47,250
10,000
4,500
$634,250

Liabilities
Current liabilities:
Note payable—Mr. Case, stockholder................
Accounts payable—tr a d e ......................................
Accrued liabilities ...................................................
Accrued federal income ta x ...................................

$ 30,000
110,000
8,000
24,000

Total current liabilities......................................
Reserve for contingencies...........................................

$ 172,000
50,000

Capital stock and surplus:
Capital stock—
Preferred stock—par value $100 (entitled to
$110 in liquidation), authorized 1,000
shares; in treasury 400 shares, outstanding
600 shares .........................................................
Common stock — no-par-authorized 200,000
shares; issued and outstanding, 100,000
shares stated at nominal value of $1.00
p er s h a r e ...................................................................

Paid-in su rp lu s.............................................................

100,000

100,000
150,000
$350,000

Revaluation surplus arising from property ap
praisal as at December 16, 1943 ..........................
Earned su rp lu s.............................................................

50,000
12,250

412,250
$634,250
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2. The capital stock records of the corporation as at December
16, 1943, indicate that there are three stockholders who
have retained their respective interests since corporate
organization prior to 1935, as shown by the following tabu
lation :
Preferred
Stockholder

Paid-in

Shares

Paid-in

$115,000
105,000
90,000

300
100
200

$30,000
10,000
20,000

35,000
40,000
25,000

$ 85,000
95,000
70,000

$310,000

600

$60,000

100,000

$250,000

Total Paid-in Shares

Adams ............ . . .
Brown ............ . . .
Case ........ ........

Common

3. In accordance with a reorganization agreement, the corpo
ration will acquire the stock interest of Mr. Case and
thereafter the corporation will be dissolved by an appropri
ate disposition of its net assets.
4. In order to finance the acquisition of the stock interest of
Mr. Case, the property was appraised (as summarized
below) as a basis for an $80,000 mortgage satisfactorily
arranged by the corporation with a bank. The appraisal
made as at December 16, 1943, and reflected in the general
books is summarized as follows:

Appraisal
P ro p erty .....................................
Accumulated reserve ...............

Books before Revaluation
Appraisal
Surplus

$125,000
27,500

$70,000
22,500

$55,000
5,000

$ 97,500

$47,500

$50,000
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5. The stock interest of Mr. Case is to be acquired by the cash
payment of $110 per share for the preferred stock and $3
per share for the common stock. Such reacquired stock is
to be canceled.
6. After acquisition of the stock interest of Mr. Case, dis
position of the net assets of the corporation in complete
liquidation and dissolution is to be made as set forth below:
(a) The note payable to Mr. Case is to be paid.
(b) The investments (having a quoted market value of
$35,000 as at December 16, 1943) reflected in the
balance-sheet of the corporation are to be distributed
at the market value (incident to the complete liquida
tion) to Mr. Brown.
(c) The reserve for contingencies represents a contingent
liability on account of guarantees under contract which
is to be settled by the corporation at 25 cents on the
dollar.
(d) The remaining assets are to be acquired and liabilities
(including the $80,000 mortgage) to be assumed by a
partnership organized by Adams and Brown. Mr.
Brown invests cash in the partnership as necessary to
equalize his partnership interest with that of Mr.
Adams.
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Theory of Accounts
November 9, 1944, 9 a.m. to 12:30 p.m.
This paper is intended to test the extent of your knowledge
of accounting theory and your ability to apply the knowledge
you have acquired. Due weight will be given to the arguments
presented to support your answer to each question, even
though the examiners may not agree with your conclusions.
GROUP I
Answer all questions in this group.
No. 1 (1 0 p o in ts):
(a) Discuss three acceptable methods of inventory valuation
commonly used.
(b) State three methods of inventory valuation which you
would consider improper.
No. 2 (1 0 points):
Illustrate four cases in which the intent of the company with
respect to the utilization of certain assets may affect their
classification in the balance-sheet.
No. 3 (1 0 points):
(a) Specify at least three items which properly may be in
cluded in the “unamortized bond discount and expense”
account.
(b) Why is it permissible to carry such an account in the
balance-sheet ?
(c) How may such a balance be amortized in the case of
serial bonds? Give a simple example.
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No. 4 (1 0 points):
Where a decline in value or a reduction in realizable pro
ceeds of assets has occurred, and such assets have not been
disposed of at the end of an accounting period, to what extent
should the decline or impairment be recognized in financial
statements? In your answer treat with at least three classes
of assets.
No. 5 (1 0 points) :
On the basis of the following brief description of the opera
tions of a company dealing in standard over-the-counter mer
chandise, describe briefly the type of accounting system
employed, stating the principal features thereof.
The company maintains a principal office and central ware
house, with numerous retail branches. Shipments are made
to branches as requisitioned, accompanied by an inter-office
invoice at cost, a copy of which is forwarded to the principal
office. Each branch office renders a daily sales report to the
principal office supported by copies of sales tickets on which
the cost of each item is shown. The total of cash sales is
remitted by check; invoices for charge sales are rendered from
and collections are received at the principal office. For the
purpose of costing, shipments and sales are cleared in the
order of receipt. The book balances of the merchandise on
hand are checked progressively by physical count. Differences
are adjusted and reported to the principal office. Disburse
ments made by branches are periodically reported, and the
principal office reimburses each branch for the exact amount
of its expenditure.
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GROU P II
Answer any five questions in this group. No credit will be
given for additional answers, and if more are submitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 (1 0 points):
In accounting for manufacturing costs, a company main
tains a record of fixed and variable overhead expenses as well
as a record of units produced. Distinguish between fixed and
variable expenses by appropriate illustration, and explain the
reason for maintaining a segregation of such expenses.
No. 7 (1 0 points):
W ith respect to consignments, briefly explain the functions
of the accounts used for consignments inward and for con
signments outward.
No. 8 (1 0 points):
Accelerated usage of machinery has created a requirement
for repairs not provided by the normal maintenance program,
and wear and tear is greater than contemplated by normal de
preciation rates. All repairs that are required cannot be made
because the machines are being utilized on a three-shift basis.
Is it necessary to recognize this situation in current financial
statements?
No. 9 (1 0 points):
A company has accepted a number of notes receivable, some
of which it has discounted. Assuming the latter to be of ma
terial amount,
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(a) State three ways of showing the contingent liability on a
balance-sheet; and
(b) Give a reason for or against each method.
No. 10 (1 0 points):
A company whose fiscal year ends December 31st suspends
shipments to customers at the close of business December 28th,
in order to take inventory. At that time certain finished goods,
required to fill outstanding orders, are segregated and omitted
from inventories, although such goods remained undelivered
until January 1st. The company entered them as sales as of
December 31st.
Comment upon the accounting treatment and give reasons
for your answer.
No. 11 (1 0 points):
A company has undertaken a special contract to produce a
number of assembled units, each comprising 50 different parts.
It is impracticable to manufacture exactly the required num
ber of component parts; consequently, at the termination of
the contract, it is expected that some parts will be left over.
The company does not expect another contract in which it
may use the remaining parts. State the accounting treatment
with respect to the excess of parts over the quantity used in
the contract.
No. 12 (1 0 points):
Because of accelerated operations of a mining company, it
appears that the mineral resources will be exhausted before
the reserve for depreciation of the plant and equipment is equal
to the depreciable value of such assets. Comment thereon.
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November 9 , 1944, 1 :30 to 6 :00 p.m.
Solve both problems.
No. 1 (2 5 p o in ts):
T H E TY LER TRA D IN G COM PANY
Prepare statement of realization and liquidation summar
izing receiver’s transactions by setting forth his accountability
at beginning of receivership, the operations during receiver
ship, and the condition at the consummation of receivership.
Prepare summary statement of assets and liabilities con
veyed to company management at termination of receivership
period (February 1, 1943, to January 31, 1944).
The Tyler Trading Company is on the verge of insolvency.
Accordingly, a receiver in equity, J. Thompson, is appointed
by the court, to take legal possession of the company’s assets
as at February 1, 1943. A new set of books is opened by the
receiver to reflect properly the transactions during the period
of receivership. A proper segregation is to be made between
transactions originating prior to and during the receivership.
At January 31, 1944, the business was turned back to the
company.
A post-closing trial balance of the company on February
1, 1943, is as follows:
T H E T Y L E R T R A D IN G C O M PA N Y
February 1, 1943
Cash ...............................................................................
Notes receivable .........................................................

$ 48,000
90,000

Notes receivable discounted.................................
Accrued interest on notes receivable.....................

3,000
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Accounts receivable ..........................
Reserve for bad debts...................................................
In ven tory.......................................................................
Subscribers to capital stock.......................................
U. S. government bonds.............................................
B u ild in g s...... ................................................................
Reserve for depreciation—b u ild in g s......................
Prepaid in su ran ce.......................................................
Deficit ...........................................................................
Notes payab le........ ......................................................
Accrued interest on notes payable..........................
Accounts payab le.........................................................
Mortgage payable on buildings.................................
Accrued interest on mortgage payable...................
Common s t o c k .............................................................

138,000
7,500
174,200
20,500
25,000
121,400
56,540
1,400
47,040
127,500
9,800
296,000
60,000
1,200
100,000
$ 668,540 $ 668,540

The transactions during the year of receivership are sum
marized below:
Cash collections:
Notes receivable—old (gross $79,000, less written off
$8,090) ................................ ...................................................... $ 70,910
Interest on notes receivable, including accrual of $3,000...
4,400
Accounts receivable—old (gross $110,000, less discount
$2,000 and uncollectible accounts written off $3,500)___
104,500
Subscribers to capital stock ($1,000 uncollectible)............
19,500
S ecu rities con sid ered w o rth less F eb ru ary 1, 1943 and n ot

included in post-closing trial balance..................................
Receiver’s certificates issued, interest at 4½ % ....................
Accounts receivable—new (gross $225,000, less discounts
$10,600) .....................................................................................
Interest on U . S. government bonds.......................................

214,400
500

Total cash collections.............................................................

$538,910

148

4,700
120,000

ACCOUNTING PRACTICE
Cash payments:
Notes receivable discounted, not paid by makers (remain
ing $7,500 as at February 1, 1943, paid by makers at
maturity) ................................................................................... $ 2,500
Notes payable—o l d .....................................................................
65,200
Accounts payable—old (retired at a discount of 10% )----45,000
Accounts payable—old (retired at face am ount)................
210,000
Accounts payable — new (gross $124,000, less discount
$2,000) .......................................................................................
122,000
Interest on notes payable, including accrual of $9,800........
11,000
Interest on mortgage payable,including accrual of $1,200
2,600
Receiver’s certificates.................................................................
40,000
Interest on receiver’s certificates.............................................
5,810
Receiver’s fees .............................................................................
8,000
Total cash payments...................... . ......................................

$512,110

Other transactions:
Sales of merchandise (before discounts).............................
Purchases o f merchandise(before discounts).........................
Selling expenses .........................................................................
General expenses .......................................................................

$260,000
110,000
33,000
13,000

Adjustments at January 31, 1944:
Merchandise inventory ... ......................................................... $ 120,000
Depreciation of buildings..........................................................
3,600
Accrued taxes .............................................................................
3,700
Accrued interest on notes receivable.......................................
300
Provision for doubtful accounts—new accounts receivable
800
Insurance expired .......................................................................
300
Interest on old notes payable.....................................................
2,800
Interest on old mortgage payable.............................................
1,200

No. 2 (2 5 points) :
T A D CO., IN C .

From the information submitted hereafter relative to a can
celed production contract of Tad Co., Inc., prepare a statement
of undelivered inventories at cost plus an allowance for gen
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eral and administrative expenses applicable to the contract
as at March 31, 1944, date of cancellation.
On November 18, 1943, Tad Co., Inc. contracted with a
consumer to deliver 10,000 units of “meti” to the latter as and
when finished. By mutual agreement this contract was can
celed as of March 31, 1944, and the contracting parties have
agreed to use a statement of undelivered inventories at cost
plus an allowance for general and administrative expenses as
at'March 3 1 , 1944, as a basis for negotiating settlement. There
is also an understanding between Tad Co., Inc. and the sup
plier of raw materials used in “meti” that any raw materials
in excess of that applicable to the entire contract may be
returned to the supplier who will accept at cost on the basis
of most recent purchases.
“Meti” is processed successively through depts. No. 20 and
No. 30 and is the sole product of these departments except
for tools made and used in dept. No. 20 for “meti.”
“Meti” is made from two raw-material ingredients identi
fied as “O ” and “P ” which are issued at the outset of proc
essing in dept. No. 20. Two units of “O ” and one unit of “P ”
enter into one unit of “meti.”
Production d ata:
1. No inventories were on hand at November 18, 1943, date
of contract.
2. 1,500 units of “meti” had been delivered to the consumer
under the contract as at December 31, 1943.
3. Applicable inventories as at January 1, 1944 follow:
(a) Raw m aterials:
“O ”—2,000 units at $3.00
“P ”— 1,000 units at 1.80
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(b) W ork in process:
Dept. No. 20—800 units estimated to be 40 per
cent complete; cumulative cost, $11,200.
Dept. No. 30—600 units estimated to be 30 per
cent complete; cumulative cost, $19,700.
(c) Finished goods—none.
4. Raw materials purchased from January 1st to March 31st,
1944, follow:
16,000 units of “O” at $3.50 per unit
5,100 units of “P ” at 2.00 per unit
Raw materials were issued on a first-in first-out basis, as
required.
5. Other costs and charges from January 1st to March 31st,
1944, are:
D ep t No. 20
Direct labor .................................................
Direct departmental manufacturing
overhead ...................................................
General manufacturing overhead............

D ep t. No. 30

$40,000

$48,000

50,000
5,600

60,200
6,720

6. Contract inventories at March 31, 1944
Dept. No. 20 .........................................
D ept. No. 30...................................... ..

500 units, 40% complete
800 units, 70% complete

7. W ork in process inventories as at March 31, 1944 are to
be stated on the basis of current costs incurred from Janu
ary 1 to March 31, 1944 without averaging therein begin
ning inventories as at January 1, 1944.
8. 5,700 units of “meti” were delivered to the consumer
under the contract from January 1st to March 31st, 1944.
9. General manufacturing overhead from January 1 to March
31, 1944, totaling $56,000, is prorated to departments in
151

E X A M IN A T IO N Q U E S T IO N S —N O V EM B E R , 1944

proportion to direct labor cost. The total direct labor cost
for all departments, including depts. No. 20 and No. 30,
is $400,000.
10. Past experience shows that general and administrative
expenses may be applied at the rate of 15 per cent of cost
of sales. This percentage is deemed fair as an allowance
on the cost of inventories.
11. An examination of the production data furnished dis
closes the following:
(a) Direct labor, dept. No. 20, includes $3,000 of labor
expended in making tools. Materials going into such
tools, amounting to $6,000, are included in direct
manufacturing overhead. Direct manufacturing and
general manufacturing overheads are applicable in
proportion to direct labor. Forty per cent of the tools
manufactured have been completely used; the remain
ing tools have depreciated 60 per cent but can be
used on other lines of manufacture.
(b) Direct labor, dept. No. 20, other than that applied to
tools, is overstated $1,200 as a result of clerical errors
in labor pricing totaling $200, and of an incorrect
classification of an indirect labor item of $1,000.
(c) Direct manufacturing overhead, dept. No. 30, in
cludes a loss of $800 on the sale of a machine used in
that department. The company failed to accrue de
preciation of $200 from March 1st to March 22nd,
the date of sale.
(d) The records do not reflect a vendor’s cancellation
claim of $300 (400 units of “P ” at $.75) arising out
of the contract cancellation. This claim is investi
gated and found to be proper.
N ote : Carry out decimals to two places.
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Commercial Law
November 10, 1944, 9 a.m. to 12:30 p.m.
Reasons must be stated for each answer; no credit will be
given for an answer unsupported by a statement of reasons.
Whenever practicable, give the answer first and then state
reasons. Answers will be graded according to the applicant' s
evident knowledge of the legal principles involved in the ques
tion rather than on his conclusions.
GROUP 1
Answer all questions in this group.
No. 1 (1 0 p o in ts):
(a) Adams leases a store for business purposes from Black.
Adams pays Black an annual rent of $5,000 and Adams
also pays tax against the land and building which amounts
to $500. W hat amount would Black report as gross in
come for federal income-tax purposes? W hat deductions
should Adams and Black take?
(b) On January 2, 1943, Jones paid $10,000 for a house
which he used as his residence on which a bank advanced
$4,000 as a first mortgage. He moved into the house at
the same time. During 1943, the city levied a special
sewer assessment of $475, which he paid during that year.
Jones also paid $200 interest on the first mortgage, prop
erty taxes of $300, insurance premium of $50 on the
residence, painting and other repairs, $100. How may
these items be treated for federal income-tax purposes?
No. 2 (1 0 points) :
(a) Abbott gives his note to Brown, no interest being speci
fied. Brown adds a provision for interest thereto and
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conveys the same for value before maturity to Coffey who
takes it without notice. Can Coffey enforce the note
against Abbott for principal and interest? W hat is
Coffey’s position? Discuss fully.
(b) Andrews, holder of a note on which there are six in
dorsements, strikes out the second and third. Thereafter
he sues Hanson and Young who are the fourth and fifth
indorsers respectively on the note, the same having been
dishonored. Can he recover ? State the rule.
(c) Anthony drew a check on the X Bank for $1,000 and
delivered the same to Belton for value, who indorsed it
to Collins for value. Collins had the X Bank certify it, all
taking place in a reasonable time. The day after the certi
fication, the X Bank fails. Anthony and Belton both
have ample means. W hat is Collin’s position as to
Anthony, Belton, and the X Bank? Give your reasons.
No. 3 (1 0 points) :
(a) Allen loaned money to Bass on Bass’ promise to pay to
Carlton a like amount which Allen owes to Carlton.
1. Can Carlton recover from Bass?
2. W hat principle of law is involved ? Explain.
(b) Austin entered the employ of Bell under an agreement
to remain for one year at the annual salary of $3,600
payable semi-monthly. After working for seven months
Austin was offered employment by Curtis at the rate of
$5,000 a year. Austin informed Bell and notified him of
his intention to quit at once unless Bell paid him the
same rate. Bell said, “I am in need of your services and
cannot afford to let you go. If you will remain with me,
I will pay you the additional compensation at the end of
your term.” Austin said he would.
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At the end of the year when Austin’s term expired, Bell
discharged Austin and also refused to pay him the addi
tional compensation as he had agreed to.
W hat are Austin’s rights under the Law of Contracts?
(c) Name and explain at least five simple contracts which
must be in writing to be enforcible under the Statute of
Frauds?
No. 4 (1 0 p o in ts):
(a) A stockholder of a corporation indorses in blank his
stock which he delivers to a bank to hold as collateral
security for a loan. The stock was in the name of the
stockholder on the books of the corporation. The corpo
ration had notice of the pledge.
1. Who has the voting rights on this stock?
2. Who is entitled to the dividends?
(b) Arnold, an employee of Bays stole from Bays’ safe, to
which he had access as an employee, a certificate for 100
shares of stock, which Bays has endorsed in blank.
Arnold sold the stock to Cain from whom Dodd pur
chased the stock in good faith.
The corporation had transferred the stock to Cain who
appeared on its stock books as the owner of record at the
time of purchase by Dodd.
W hat are Dodd’s rights? Explain.
No. 5 (1 0 points):
(a) In a fire insurance policy what does an 80% co-insurance
clause mean?
(b) W hat reason is there for such a clause?
(c) A merchant has a stock of merchandise worth $10,000,
on which he has a fire insurance policy for $6,000 with
an 80% co-insurance clause. Fire destroys $4,000 worth
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of his merchandise. How much insurance could he re
cover? Explain.
(d) Is a contract of fire insurance assignable? Explain.
(e) Is it necessary that the person named as beneficiary in the
life insurance policy have an insurable interest in the life
of the insured ?
GROU P II
Answer any five questions in this group. No credit will be
given for additional answers, and if more are submitted only
the first five in the order written by the applicant will be con
sidered.
No. 6 (1 0 points):
Define and explain the following terms as used for federal
excess-profits-tax purposes:
(a) Excess profits net income.
(b) Base period years.
(c) Average base period net income.
(d) Invested capital.
(e) Excess profits credit.
(f) Specific exemption.
(g) Adjusted excess profits net income.
(h) W hat is unused excess profits credit?
(i) W hat should be done with unused excess profits credit?
No. 7 (1 0 points):
(a) Can a paper or document not executed as a will be incor
porated by reference in a properly executed will? E x
plain.
(b) W hat is an attestation clause in a will and what is its
importance ?
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(c) W hat laws govern the distribution and succession of
property of an interstate decedent who owned personal
and real property in several states?
(d ) W hat are the duties of an executor?
No. 8 (1 0 points):
(a)
(b)
(c)
(d)
(e)

The law of what place governs the payment of interest?
Is interest allowed on unliquidated open accounts?
Is interest allowed on an “account stated” ?
When does interest begin?
When does interest stop? Name three situations or in
stances.

No. 9 (1 0 points):
(a) W hat classes of fixtures installed or furnished by the
tenant are generally held to be removable by the tenant or
his representatives?
(b) Within what time must tenant’s right of removal of fix
tures be exercised ?
(c) Arthur leases land from Baldwin for one year and Arthur
erects a building on it for business purposes. At the ex
piration of the year, the lease is renewed for three years.
The second lease is in writing and does not mention the
building in any way. Before the expiration of the second
lease, Arthur desiring to terminate his tenancy wants to
know his rights to remove the building. Has Arthur the
right to remove the building? Explain.
No. 10 (1 0 points):
(a) An insolvent partnership agreed with creditors that the
business should be continued under the supervision of a
managing committee, designated by the creditors, until
their claims were fully paid off out of profits. Are the
creditors who are parties to this agreement liable as
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partners to the new creditors of the continued business?
(b) The partnership firm of Altman, Berkley & Calvert be
came bankrupt. Among the claims presented was an
unpaid income tax due the United States by a partner,
Altman. The tax was based on income he had received
from the partnership business. Is the United States en
titled to payment out of the firm estate in priority to
firm creditors?
No. 11 (1 0 points):
(a) W hat are the duties of the depositors to examine returned
checks and what is the result if they fail to do so ?
(b) W hat are the obligations of a depositor to examine bank
statements of his accounts ?
(c) W hat is the legal effect as to a bank in certifying checks
of its depositors?
(d) W hat is the bank’s liability on ceritfied checks?
(e) When does and when does not certification of a check
discharge the drawer ?
No. 12 (1 0 points):
(a) Arms is trustee of the Jones Estate.
his agent to perform his trust duties.
misappropriates $1,000 of the trust
trustee, is sued for the amount.
(1) Can Arms, the trustee, delegate
Bush, his agent ? Explain.
(2) Is Arms liable? W hy?
(b)
(c)
(d)
(e)

He appoints Bush
Bush fraudulently
funds. Arms, the
his trust duties to

W hat is an auctioneer?
Who does an auctioneer represent?
Name some of the implied powers of an auctioneer.
Name three limitations to the powers of an auctioneer.
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Auditing
November 10, 1944, 1 :30 to 5 :00 p.m.
Answer all questions.
No. 1 (1 5 points):
W hat audit procedures are required with respect to the
verification of real estate owned by a real estate company
whose accounts have never been audited ?
No. 2 (1 5 points):
W rite an audit program covering current liabilities of a
medium-sized manufacturing corporation.
No. 3 ( 8 p o in ts):
You are conducting an examination of a December 31st
balance-sheet and statement of profit and loss for the year.
Your client has taken his inventory as of December 31st and
priced it on a last-in, first out basis, although it has formerly
been priced on a first-in, first-out basis. How should the facts
be presented in the client’s financial statements and in your
report ?
No. 4 (1 0 points) :
On the balance-sheet date, the company under audit has a
large amount of undeposited cash and checks received on the
last day of the period. W hat procedure will you follow in
auditing these amounts?
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No. 5 (1 5 points):
A client asks your advice with respect to the preparation of
instructions to his staff for an inventory taking and related
work which you are to observe as independent auditor. W hat
matters would you cover in your advice to him ?
No. 6 (7 p o in ts):
For what reason does an independent auditor review a
client’s internal control and what two principal questions does
he. seek to answer in undertaking his review ? Compare the
extent of his review in the case of the first examination for a
new client with that in the case of a client whose records he
has examined regularly over a period of years.
No. 7 ( 8 p o in ts):
Describe briefly the more important provisions of a system
of internal control in connection with accounts receivable.
No. 8 (7 points) :
You are making an examination of the accounts of an im
porter as of December 31, 1943. Draft a form of confirmation
letter for submission to the sole bank with which your client
does business.
No. 9 (8 points) :
W hat special procedures should ah independent auditor
adopt in the observance of inventory taking where large quan
tities of packaged materials are stacked in solid formation?
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No. 10 (7 points):
W hat would be the effect of each of the following conditions
on the auditor’s reports or certificates:
(a) Accounts receivable are significant in amount. The client
refused to permit their confirmation by direct correspond
ence and no other satisfactory means of establishing the
substantial correctness of the total were available.
(b) The client refused to permit you to examine the minutes
of board of directors’ meetings.
(c) The client has an account receivable, substantial in
amount, from a wholly-owned subsidiary. The company
has expressed its willingness to request the subsidiary to
confirm the amount of its indebtedness directly to you.
However, it refused to give you access to the books and
records of the subsidiary.
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PAGE
ACCELERATION
(See “Depreciation”)
ACCOUNTANTS
95
C.P.A. as expert witness (Question 12)................................. 72
ACCOUNTANTS’ FEES
In federal income taxes, classify and indicate deductibility
123
(Question 5) .................................. ................................. 96
59
Payment of, in estate administration (Question 2 )............... 38
ACCOUNTING DEPARTMENT
Duties of, regarding disbursements by check (Question 5).. 133
104
ACCOUNTING PRACTICE
(See "Accounting theory and practice”)
ACCOUNTING PRINCIPLES AND STANDARDS
“Consistent”, as used in standard short-form of report, de
81
fine (Question 1 )....... ....................................................... 55
Inventory valuation rulings in professional or government
83
releases (Question 9 )....................... ............................. 58
ACCOUNTING RESEARCH BULLETINS
No. 5—Valuation of property, with regard to appreciation,
81
give opinion (Question 3 )................................................. 55
ACCOUNTING SYSTEMS
Municipal, comment on adequacy of (Question 3 )................ 52
75
Uniform system for carriers, describe and explain use of
(Question 11) .................................................................... 42
62
ACCOUNTING THEORY AND. PRACTICE
Questions in ......................5, 19, 32, 44, 50, 60, 77, 82, 87, 104, 9, 32, S3, 64,
114, 119, 136,143, 147
73, 81,85,
101, 110,115,
134, 143, 148,
167, 175, 180
ACCOUNTS
Of retail establishment, audit procedures regarding reserve
and memorandum accounts (Question 9 )......................... 75
99
ACCOUNTS PAYABLE
Examination of, in relation to merchandise received and re
corded in the inventory (Question 5 )...._ ....................... 101
130
Examination of vouchers and entries (Question 1 )..............
1
1
ACCOUNTS RECEIVABLE
Analysis of, prepare statement from data (Question 2) ....... 61
86
Confirmation of, additional procedure upon failure to receive
(Question 13) .................................................................... 76
100
Confirmation of balances, draft negative form o f request
(Question 4) ...................... _.................. ......................... 28
46

Confirmation of, refusal o f client to permit, what effect on

auditor’s report (Question 10)...........................................
Home and branch office records, restrictions in audit of
(Question 2) ............. ......................................................
Internal audit and control, describe system for (Question 7).
Positive and negative methods of confirmation, describe
(Question 9) ......................................................................
Principles under, in system of internal check and control
(Question 7) ......................................................................
ACCRUAL
Of revenue on contracts, discuss (Question 7 ).....................
162
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ADJUSTMENT ACCOUNT
page
Define term, as used in public-utility accounting (Question 9). 117
ADMINISTRATOR
Define and explain duties of (Question 2 )............................. 38
AGENT
Authority of, and appointment of subagent (Question 1 )... 126
Authority to contract, in sale of goods (Question 2 )............ 14
Distinguish from fiduciary (Question 6 ).............................. 40
AMORTIZATION
O f bonds, d iscu ss and g ive exam ple (Q u estio n 3 ) ..................... 143
APPLICATION OF FUNDS
Statement, prepare from data (Question 2 )........................... 61
APPRECIATION
Revaluation of property, on company’s books, prepare ad
justments showing (Question 7 ).................................... ... 84
Surplus from revaluation of assets, on books of corporation,
give opinion (Question 3 )................................................... 55
ARBITRATION
Define and discuss (Question 6 )......................................... 70
Sale of goods settled by (Question 5 ).................................... 70
ASSETS
Classification of, as affected by their use (Question 2 )....... 143
Impairment in value, how shown in financial statements
(Question 4) ...................................................................... 144
Intangible wasting, give example and state how accounted for
(Question 8) .................................................................... 71
Marshaling of, explain term and give illustration
(Question 5) ...................................................................... 40
ATTORNEYS AT LAW
Define (Question 1) ............................................................ 95
ATTORNEYS IN FACT
Define (Question 1 )...........................................
95
AUCTIONEER
Define and discuss powers and limitations of (Question 12). . 158
AUDIT PROGRAM
Current liabilities of manufacturing company, prepare
(Question 2) .................................................... ................. 159
Limited in scope, what effect on certificate of auditor
(Question 3) ...................................................................... 100
Procedures to be undertaken before balance-sheet date, give
outline (Question 7) .......................................................... 74
AUDITING
Questions in ............................................. 1, 27, 73, 100, 132, 159
AUDITS
Balance-sheet examination, extent of work by auditor, effect
on independence (Question 1 1 )..........................................
Certificate given by auditor, for limited audit program
(Question 3) ......................................................................
Procedures before balance-sheet date, for industrial concern
(Question 7) ......................................................................
Property control account, adjust and give suggestions
(Question 4) ......................................................................
Transactions occurring between date of balance-sheet and
close of examination (Question 8 )......................................
BAD DEBTS
(See “Debts and debtors”)
BAILMENT
Define and distinguish between sales and gifts of chattels
(Question 10) ...................................................................
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BAILMENT—C o n t i n u e d
Describe what constitutes, and state duties of bailee
(Question 3) .................................................................... 39
BALANCE-SHEET
Before and after reorganization, prepare from data
(Question 2) ........................................... .......................... 89
Consolidated, of holding company and subsidiaries, prepare
from data (Question 1)..................................................... 77
5
Consolidated, prepare from data (Question 1 )......................
Consolidated, treasury stock account, adjustments on, com
ment on treatment (Question 2 )...................................... 33
Dissolution and reorganization in different state, prepare
from data (Question 1 )...................................................... 19
2
Dividends in arrears, treatment on (Question 6 )................
Manufacturing company, prepare from data (Question 3 )... 10
Municipal, prepare from data (Question 3 )........................... 47
Municipal, prepare from data (Question 3 )........................... 52
Raw materials valuation, treatment on (Question 1 )............. 50
Realty company, prepare from data (Question 1 )....... ........ 119
Revision of, as to form, content and presentation (Question 1) 104
2
Treasury stock and bonds, treatment on (Question 6 )...........
United States treasury tax notes, treatment on (Question 6).
2
BALANCE-SHEET EXAMINATION
(See “Audits")
BANK
Certification of checks by, liability and legal effect
(Question 11) ................................................................... 158
Depositors of, relations and rights between (Question 7 ) .... 129
Liability for checks drawn to corporation (Question 5 )....... 128
Rights and obligations, upon payment of fraudulent check
(Question 9) ..................................................................... 41
Verification of cash, loans and discounts due to depositors,
describe in detail (Question 5) ........................................... 28
BANK CERTIFICATES OF DEPOSIT
Verification of, outline procedure and state balance-sheet
treatment (Question 12)...................................................... 31
BANK STATEMENTS
Dated later than close of accounting period, how used by
auditor (Question 2 ).......................................................... 132
BANKRUPTCY
(See also “Liquidations and receiverships”)
Creditor holding property of third person, under act
(Question 4) ..................................................................... 69
Debt, as affected by discharge in (Question 4 )...................... 69
Define and explain terms: insolvency, referee in, trustee in,
discharge in (Question 7 )................................................. 16
Discharge of principal, effect on surety (Question 10)......... 130
In so lv e n c y , w ith in p rovision s o f act (Q u estio n 4 ) ............ ............ 69
Partnership, describe distribution of estates (Question 11).. 131
Stockholders and corporate officers, liability of (Question 11). 131
Trustee in, selection and rights of (Question 11).. ............. 131
BASIS
Explain and give example, as used in federal income tax ation
(Question 6) .................................................................
40
BENEFICIARY
Define (Question 7 )..........................................................
97
BILL OF LADING
Define, describe and state when negotiable (Question 11).. . 42
BONDED DEBT
Work schedule of, from municipal accounts, prepare from
data (Question 1 ).............................................................. 87
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BONDS
PAGE
Amortization of, discuss and give example (Question 3 )....... 143
Funds in custody of trustee, verification of transactions
(Question 4) ............................................. ............ . .
1
In trust fund, recording of, for trustee, explain procedures
(Question 3) ......... ....................... ............... ................. 115
Interest in arrears on, how treated in corporation accounts
(Question 4) ...................................................................... 56
Issue of, for establishing subsidiary, prepare balance-sheet
and statements of financial position of parent company
(Question 3) ................................ ................................... . 35
Payable, as long-term liabilities, auditor’s procedure regard
ing (Question 9) ............................... .............................. 102
Treasury, balance-sheet treatment (Question 6 )....................
2
BOOK VALUE
(See “Valuation”)
BOOKS
Long-term liabilities on, auditor’s procedure regarding
(Question 9) ..................................................................... 102

boot

Explain term as used in federal income taxation (Question 6) 40
BRANCH-OFFICE
Accounting system for, describe (Question 5)........................ 144
Accounts receivable of, restrictions in audit (Question 2 )---- 27
BROKERS
Define (Question 1)............................................................... 95
BUDGETS
Municipal, prepare estimates from data (Question 2 )......... 108
BUILDINGS
Right of tenant to remove from leased land (Question 9 )---- 157
BUYER’S RIGHTS
(See “Sale of goods”)
BY-PRODUCTS
Methods of accounting for (Question 10)............................. 118
CAPITAL
Definition, with relation to turnover (Question 11)............... 58
Of corporation, describe on balance-sheet, showing treatment
of no-par stock and surplus (Question 2 )........................... 55
CAPITAL EXPENDITURES
Cost of property of public-utility and paper companies as,
describe accounting theory (Question 4 )........................... 116
What operating expenses are considered as, discuss treatment
(Question 11) ..................................................................... 85
CAPITAL GAIN OR LOSS
Distinguish from ordinary, for tax purposes (Question 9 ) ... 71
CAPITAL STOCK
Balance-sheet treatment of common no-par stock and surplus,
prepare from data (Question 2 )...........1............................ 55
Held as collateral by bank, voting rights, and dividends of
(Question 4) ...................................................................... 155
Investments held by broker, outline audit procedure for ex
amination of (Question 3 ).................................................. 73
Ownership of, where stock is stolen (Question 4 ) ....................... 155
Stock dividends on various classes of stock, how recorded
(Question 10) ..................................................................... 85
Treasury no-par common, issued to employee (Question 8 ) ... 84
Treasury purchased at a premium, balance-sheet treatment
(Question 6) ......................................................................
2
Treasury, treatment of, on consolidated balance-sheet, com
ment on (Question 2 ).......................................................... 33
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CAPITAL STOCK—C o n t i n u e d
P aGE
2
Verification of, outline procedure (Question 5 )...................... 2
CARRIERS
Delivery of goods by, what constitutes, and liability of
(Question 9) ...................... ............................................. 130
158
Legal responsibility for transportation of freight and passen
62
gers (Question 11).........................................................
42
Public service corporations as, describe (Question 11)......... 42
62
CASH
In bank, test audit to reveal irregularities, describe procedure
(Question 3) ......................................................................
1
1
Internal check and control of petty cash fund, give essential
points in (Question 7 )........................... _........................... 29
48
Receipts and disbursements, in system of internal check and
control (Question 7 )............................................................ 2
4
Undeposited, on balance-sheet date, discuss audit procedure
regarding (Question 4 )........................................................ 159
199
Verification of, in audit of bank (Question 5 )...................... 28
46
CERTIFICATE OR OPINION, AUDITORS’
(See "Reports and certificates, Auditors' ’’)
CHARITABLE ORGANIZATIONS
Donations, describe audit procedure (Question 11).............. 103
132
CHECKS
Certification by bank, what is meaning of and liability for
(Question 11) ..................................................................... 158
194
Certified by bank before failure, rights of drawer, indorser
and holder (Question 2 ).................................................... 153
187
Depositors* duties and obligations to examine (Question 11). 158
194
Disbursements by, duties of departments in protection of
(Question 5) ..................................................................... 133
164
Paid after close of accounting period, how used by auditor
(Question 2) ...................................................................... 132
162
Paid and returned by bank to drawer, describe procedure in
examination of (Question 6 )............................................. 28
47
Signed in blank, for traveling expenses, outline audit pro
cedure and recommendations regarding (Question 1 1 )....
3
7
Undeposited on balance-sheet date, discuss audit procedure
regarding (Question 4 )........................................................ 159
199
CHURCHES
Collections of, describe audit procedure (Question 11)....... 103
132
CIGAR COUNTER
Internal check and accounting for transactions (Question 1). 60
85
CLAIMS
Marshaling of assets, explain and give illustration
(Question 5) ..................................................................... 40
60
CLUBS
Golf, describe audit of annual dues of (Question 11)........... 103
132
COMMERCIAL LAW
Questions in ............................................. 14, 38, 68, 95,126, 153
26,59, 90,
COMMERCIAL PAPER
121,154,187
(See also “Negotiable instruments’’; “Notes”)
Rediscounting of, by Federal Reserve Bank (Question 1 0 )... 17
31
COMMON CARRIERS
(See “Carriers”)
COMPOSITE BASIS
(See “Depreciation”)
CONFIRMATION
Letter to bank, prepare form (Question 8 )........................... 160
201
Of accounts receivable, additional procedure upon failure to
receive (Question 13) ........................................................ 76
100
166
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CONFIRMATION—C o n t i n u e d
page
Of accounts receivable, by positive and negative methods,
describe (Question 9 )......................................... ............. 135
Of long-term liabilities, auditor’s procedure regarding
(Question 9) .................................................................... 102
CONSIDERATION
In shipment of goods by common carrier (Question 9 )......... 130
In support of salary agreement (Question 3)....................... 154
Promise to make gift, without (Question 8 )........................... 17
CONSIGNMENT
Inward and outward accounts, explain function (Question 7). 145
Merchandise shipped on, recording of income for (Question 2) 115
“CONSISTENT”
As used in standard short-form of report, define (Question 1) 55
CONSOLIDATION
(See also “Holding company and subsidiaries”)
Debts and liabilities of old company, disposition of
(Question 3) ...................................................................... 96
CONSTRUCTIVE RECEIPT
Give example of term, as used in reporting income
(Question 9) ...................................................................... 71
CONTAINERS
Of oil company, explain accounting theories and describe
statement treatment (Question 8 )..... ................................ 117
CONTINGENCIES
Reserve for, how examined by auditor (Question 3 )............. 132
CONTINGENT LIABILITY
(See “Liability”)
CONTRACT TO SELL
How distinguished from sale (Question 8 )........................... 97
CONTRACTS
Accrual of revenue on long-term and cost-plus-fixed-fee con
tracts, discuss (Question 7 )............................................... 57
Canceled cost-plus, prepare schedules and statement regard
ing undelivered inventories and manufacturing cost of de
partments (Question 2) ....................................................... 149
Discharge of, effect of tender and enforceability of promise
made in (Question 2 )............................................................ 95
In writing, to be enforcible (Question 3 )......................
154
In violation of state law, enforcement of (Question 8 )........... 41
Incomplete construction, recording of profit on (Question 2). 115
Machines and parts under terminated, factors to be considered
in pricing (Question 11).................................................... 118
Made by agent, liability of principal (Question 1 ).................. 95
Of sale, does agreement constitute (Question 10).................... 72
Power to make legally binding (Question 1 )........................... 14
Right of third person to recover debt under (Question 3) . . . . 154
Termination of, when no date is given (Question 8 )............... 41
CONTRACTS, GOVERNMENT
(See also “War production”)
Cost determination by subcontractor, objections to and pro
posed revision (Question 9 )......... .................................. 29
R en egotiation o f, on financial Statem ents, ex p la in presen ta
tion of (Question 1)........................................................... 114
CONTRIBUTION
Right of surety to (Question 2 )............................................. 68
CONVERSION TO WAR PRODUCTION
How disclosed in auditor’s report or statements (Question 8) . 29
COPYRIGHTS
Transfers, renewals and value of, explain and discuss
(Question 6) ...................................................................... 97
167
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CORPORATION
PagE
As licensed architect, legality of contract (Question 8 )......... 41
As trustee, also relation to stockholders (Question 3 )......... 69
Board of directors, function and responsibilities of
(Question 4) ...................................................................... 15
Conversion from partnership, explain additional audit proce
dure (Question 8) ............................................................. 102
De facto and de jure, define (Question 3 )......... ............... 96
Dissolution of and reorganization as partnership, prepare
balance-sheet from data (Question 3 )................................ 139
Federal taxes on, basis for (Question 9 )............................... 71
Interest in arrears on bonds, how treated in accounts of
(Question 4) ........
56
Investments of, outline audit procedure for examination of
(Question 3) ...................................................................... 73
Legally binding contract with (Question 1 ).......................... 14
Minute books, necessity for examination of, by auditor
(Question 10) ..................................................................... 75
Recovery from bank, for unauthorised payment of checks
(Question 5) ..................................................................... 128
Revaluation of fixed assets of, discuss accounting treatment
(Question 3) ...................................................................... 55
Right of stockholder to share in profits of business
(Question 3) ...................................................................... 96
Stockholders of, set-off and counterclaim between (Question 5) 128
COST
Define term, as used in inventory valuation (Question 4 ) . . . . 83
COST ACCOUNTING
Adjusted unit costs and decrease in gross profits, compute and
prepare statements from data (Question 2 )....................... 45
Canceled cost-plus contract, undelivered inventories and
manufacturing cost of departments, prepare statement and
schedules (Question 2 )...................................................... 149
Comparable costs of production, discuss how to obtain
(Question 10) ..................................................................... 58
Cost of molasses used in production of alcohol, prepare state
ments, from data (Question 3 ).......
66
Define ‘‘original cost” and “adjustment account" (Question 9) 117
Downward revision of cost standards, discuss (Question 1 ).. 82
Experimental and development expenses, treatment of
(Question 3) ...................................................................... 82
Factory accounts, prepare statement of, from data
(Question 2) ....................... .............................................. 121
Government contracts, determination of cost by subcontractor
(Question 9) ................ .................................... ........... 29
Manufacturing costs, distinguish between fixed and variable
(Question 6) ......... ........................................................... 145
Mining company costs and valuation of inventory, prepare
comparative statement and comment on methods (Question
32
COST OR MARKET WHICHEVER IS LOWER
Define term, as used in inventory valuation (Question 4 ) ... 83
CREDITOR AND DEBTOR
(See “Debts and debtors’’)
CURRENT LIABILITIES
Of manufacturing company, prepare audit program (Ques
tion 2) ............................................................................... 159
CUSTOMERS’ ACCOUNTS
Accounting stub-plan for, describe (Question 6 ).................. 117
168
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DEBTS AND DEBTORS
page
Corporation and stockholders, as debtor and creditor
(Question 3) ......................... ....................... ..................... 69
Debt as affected by bankruptcy discharge (Question 4 )......... 69
Debt of retail establishment, necessary audit procedures re
garding (Question 9 )................................
................. 75
“In full payment” condition accepted by creditor
(Question 2) ...................................................................... 126
Release and discharge of principal debtor, effect on surety
(Question 10) .................................... .............................. 130
Rights of third person to recover (Question 3 )......... .......... 154
Several debts, payment and accrued interest on (Question 2) 126
DEPRECIATION
Accelerated operation of equipment, effect on, discuss
(Question 5) ........................................................ ............ 56
Accelerated operation of machinery, how shown in state
ments (Question 8) ............................................................ 145
Accelerated operation of mine, effect on plant and equipment,
comment on (Question 12) ................................................. 146
Deduction for, in estate taxation, who entitled to (Question 4) 127
Difference in, on financial statements, discuss steps taken
(Question 10) .................................................................... 135
On property showing appraisal increase, correct property
account (Question 1).......................................................... 136
Policy of industrial concern regarding, state what is
necessary (Question 5 )...................................................... 116
Reserve for, prior to consolidation, prepare statement
(Question 2) .................................................................... 51
Revaluation of property on company’s books, prepare adjust
ments showing (Question 7 )................................ .
...... 84
Unit, composite and group bases, define and explain treat
ment (Question 12) ........................................ ................ 86
DEVELOPMENT EXPENSES
Accounting treatment of (Question 3 ).................................. 82
DIRECTORS
Authority to legally bind corporation (Question 4 )................ 15
Of national banks, liabilities of (Question 10)...................... 17
DISBURSEMENTS
(See also “Receipts and disbursements”)
By check, duties of departments in protection of
(Question S) ..................................................................... 133
DISCOUNT
Cash, on sales and purchases, outline audit procedure for
(Question 1) .................................................................... 73
DISSOLUTION
(See “Liquidations and receiverships”)
DIVIDENDS
In arrears, balance-sheet treatment (Question 6 )..................
2
On stock held by bank as collateral, to whom paid
(Question 4) .............
................................................... 155
Stock, how recorded, for various classes of stock
(Question 10) ................................................................... 85
DRAFTS
Negotiability of, affected by wording (Question 11)............. 72
DRUMS
(See “Containers”)
EMBEZZLEMENT
Liability of surety Company for second theft (Question 2 ).. 68
ENCUMBRANCE
In municipal accounting, define, and explain use of account
(Question 12) ................................................................... 118
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ENDOWMENT FUND
page
Of charitable institution, outline examination procedure
(Question 3) ...................................................................... 28
ESTATES
(See “Executors and trustees”)
EVIDENCE
Use of term in short-form report, state types of and give
examples (Question 4) ...................................................... 73
EXCESS PROFITS TAXES
Federal, terms used for, define and explain (Question 6 ) .... 156
EXECUTORS AND TRUSTEES
(See also “Trustee”)
Administration of estate, define and explain terms regarding
(Question 2) ......... ................ ........................................ 38
Audit of accounts for executor, outline procedure
(Question 9) ......................................................................
3
Charge and discharge, and accompanying statements, pre
pare from data (Question 1 )..
............................... 44
Define and explain duties of executor(Question 2 )................ 38
Duties of executors, define (Question 7 )............................. 156
Estate for life, define (Question 12).......
131
Interstate decedents’ property laws governing distribution
(Question 7) .................................................................... 156
Principal and income, indicate apportionment between, from
data (Question 3 )............................................................... 115
Principal and income statements for executor, prepare from
data (Question 2) ........................................................
78
Tenancy, definitions relating to (Question 12)...................... 131
Trust fund, creation and transactions of (Question 3 )___ 115
Trust, settlor, trustee, trust property and beneficiary, de
fine and explain (Question 7 )...........................................
97
Trustee’s duties and liabilities regarding fraud of agent
(Question 12) ................................................................... 158
Trust, types and limitations of (Question 8 ).......................... 71
EXONERATION
Right of surety to (Question 2 )............................................. 68
EXPERIMENTAL EXPENSES
Accounting treatment of (Question 3 ).................................... 82
EXTENSIONS OF AUDITING PROCEDURE
Qualifications to opinion of auditor regarding restrictions in
audit of home-office records (Question 2 )........................... 27
Verification of inventory at date other than that of balancesheet (Question 2) .............................................................
1
FACTORS
Define (Question 1 )............................................................... 95
FACTORY ACCOUNTING
(See “Cost accounting”)
FEDERAL DEPOSIT INSURANCE CORPORATION
Functions of (Question 10)......................... ...................... 17
FEDERAL INCOME TAXATION
(See “Income taxes” ; “Taxation”)
FIDUCIARY
Distinguish from agent (Question 6 )...................................... 40
FINISHED GOODS
Definition, with relation to turnover (Question 11)............. 58
FIRE LOSSES
Adjustments, prepare work-sheet and submit inventory cal
culations, from data (Question 2 )......................................
8
FIRST-IN, FIRST-OUT METHOD
170
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FIXED EXPENSES
PAGE
And variable expenses, distinguish between (Question 6 )---- 145
FIXTURES
Right of tenant to remove from building and leased land
(Question 9) .................................................................... 157
FORGERY
Rights of bank, upon payment of check (Question 9 )............. 41
FRAUD
Entries arousing suspicion, what auditing steps (Question 8). 134
In endorsement of check, rights and obligations of bank upon
payment (Question 9) ......................... ............................ 41
Verification of cash, to disclose irregularities (Question 3 )..
1
FREIGHT CHARGES
By railroad, for hauling its own material, how accounted for
(Question 6) .................................................................... 57
FUNDS
Work schedule of, from municipal accounts, prepare from
data (Question 1) ........................................................... . 87
GIFTS
Of property, explain how made and revoked (Question 8) . . . . 17
Promise to make, enforceable in law (Question 8 ).............. 17
GOODWILL
Consolidation statement of, prepare from data (Question 1 )..
5
GROSS PROFITS
(See “Profits”)
GROUP BASIS
(See “Depreciation”)
HOLDING COMPANY AND SUBSIDIARIES
Access to records of subsidiary, for confirmation of accounts
receivable, effect on audit report (Question 10)................ 161
Adjustments to accounts and balance-sheets, prior to con
solidation (Question 2 )...................................................... 51
Consolidated balance-sheet of, prepare from data
(Question 1) ...................................................................... 77
Financial position of parent with relation to bond issue of
subsidiary, prepare balance-sheet and statements from
data (Question 3 )............................................................... 35
Reorganization of parent company to liquidate deficit of sub
sidiary, prepare worksheets and balance-sheets from data
(Question 1) ...................................................................... 19
HOTELS
Cigar counter transactions, internal check and control of
(Question 1) .................................................................... 60
IDLE PROPERTY
(See “Property”)
IMPORTING COMPANY
Examination of accounts of, prepare confirmation letter to
bank (Question 8 )............................................................... 160
INCOME
Corporate net, for tax purposes, prepare statement from data
(Question 3) ...................................................................... 123
In various types of sales, consignments, incomplete con
tracts and subscriptions, explain how recorded (Question 2) 115
Of realty company, prepare ledger account showing deferred
and accrued items (Question 1 )......................................... 119
INCOME TAXES
Assessments, interest, property taxes, insurance and repairs,
deductions for (Question 1)............................................... 153
Business expenses, personal expense and capital expenditures,
classify under and indicate deductibility (Question 5)
96
171
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INCOME TAXES—C o n t i n u e d
P age
Capital gain or loss, distinguish from ordinary (Question 9). 71
Constructive receipt of income as used in different methods
of reporting (Question 9 ).................................................... 71
Depreciation deduction for estate, who is entitled to
(Question 4) .................................................................... 127
Federal taxes on corporations, which are income (Question 9) 71
Instalment basis of reporting, compulsory or optional
(Question 9) ..................................................................... 71
Methods of reporting income, for tax purposes (Question 9) 71
Property tax paid as additional rent, what gross income and
deductions (Question 2) .................................................... 153
Taxable gross income, what included in, for cash and accrual
bases (Question 4 )............................................................. 127
Taxable net income of corporation, prepare statement of com
putation and reconciliation (Question 3 ).........
123
Terms relating to, explain and give examples (Question 6 ).. 40
Unpaid claim for, against bankrupt partnership (Question 10) 157
INCOMPLETE RECORDS
Books for sole proprietor, to be set up from (Question 3 ) . . . . 112
INCORRECT ENTRIES
Indicating possible fraud, what auditing steps taken
(Question 8) ...................................................................... 134
INDEMNITY
Right of surety to (Question 2 )........................................... 68
INDEPENDENCE
Of accountants’, define and give rules of professional conduct
relating to (Question 1).................................................... 100
Of auditors’ opinion, in respect to extent of work done
(Question 11) ................................ .................................... 75
INDORSEMENT
Rights of holder against last indorsers of note (Question 3 ).. 127
Struck out of note, give ruling on (Question 2 ).................... 153
“Without recourse”, liability of indorser (Question 4 )....... 96
INFANT
Legally binding contract with (Question 1 )........................... 14
INJURIES AND DAMAGES
Reserve for, how examined by auditor (Question 3 )............. 132
INSOLVENCY
(See also “Bankruptcy” ; "Liquidations and receiverships”)
Under National bankruptcy act, define (Question 7)............. 16
Under state statutes, define (Question 7 )............................... 16
When is person insolvent under bankruptcy act (Question 4). 69
INSTALMENTS
Income from instalment sales, basis of reporting
(Question 9) .................................................................... 71
Purchase of machine tools, discuss accounting treatment
(Question 12) ...................... .................................... .
59
Reserve for finance charges, define and discuss accounting
treatment (Question 12).................................................... 75
INSTITUTIONS
Examination of endowment fund of, outline procedure
(Question 3) .................................................................
28
INSURANCE
Account, distribution analysis of and adjustments to
(Question 4) ........................................................... .......... 24
Co-insurance clause in fire policy (Question 5 )...................... 155
Credit, what constitutes (Question 9 ).................. ................ 98
Examination of, prepare schedule (Question 2 )......... ....... 73
Fire, is contract assignable (Question 5 ).............................. 155
172
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PAGE
INSURANCE—C o n t i n u e d
Insurable interest in life of debtor, validity of policy
98
(Question 9) ..................................................
Insurable interest in property, what constitutes (Question 9) 98
Insurable interest in property and on life of owner, continu
ance and collection of (Question 12)............................... 18
Life, insurable interest in, by beneficiary (Question 5 )......... 155
Life, on officer of company, treatment in accounts
(Question 12) ............................................. ; ..................... 98
Reserve for, how examined by auditor (Question 3 )........... 132
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In arrears on bonds, how treated in accounts or corpora
tion (Question 4) .................................................... _---- Legality of agreement regarding instalment loan (Question 1)
On note, not specified, discuss enforcement of (Question 2)
Payment of, discuss various phases of (Question 8 ).............
INTERNAL AUDIT AND CONTROL
Branch office accounts receivable, reliance on internal auditor’s
reports (Question 2 )........................................ ............
Examination of system by auditor, before outlining audit
program (Question 7) ................ ........................... .......
Manufacturing business, essential points to system
(Question 7) ........................................................ ..........
Of accounts receivable, describe provisions of system
(Question 7) ...................................................... .......... .
Procedure for discounts on sales and purchases, give outline
of (Question 1) .................................................................
Recommendations for adequate system of (Question 1)---Review of system, by independent auditor, in first audit
and for old clients (Question 6 )..........................................
Statements of principles, in installation of system
(Question 7) .................................... ................. .............
Use of questionnaire in reviewing system of (Question 1 )...
Voucher authorizations for materials purchased, describe
documents and checks (Question 12)......................... .......
INTERSTATE COMMERCE COMMISSION
Uniform system of accounts for carriers, describe and ex
plain use of (Question 11).................................................
INVENTORY
Calculate value of, in fire loss (Question 2 ).........................
Definition, with relation to turnover (Question 11)..............
“First-in, first-out” basis, change to “last-in, first-out”, how
shown in financial statements (Question 3 )......................
"First-in, first-out” basis, change to “last-in, first-out”, how
shown on auditors’ report (Question 5 )...........................
“First-in, first-out” basis, change to lower of cost or market
(Question 3) ......................................................................
“First-in, first-out” to “last-in, first-out” method, advise on
proposed change (Question 6 )...........................................
Internal check and control of, give essential points in
(Question 7) ....................................................................
“Last-in, first-out” and “Lifo” methods of valuation, discuss
(Question 8 ) ........................................................................................
Methods of valuation of raw materials for balance-sheet
presentation (Question 1 ).................................. .............
Mining company, valuation on “first-in, first-out plan”, pre
pare comparative statement and comment on methods
(Question 1) ......................................................................
Plan for, and verification of parts and assemblies, on “lastin, first-out” basis (Question 11)........................................
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INVENTORY—C o n t i n u e d
page
Preparation for taking, advise as independent auditor
(Question 5) ...................................................................... 160
Undelivered, on cancellation of cost-plus contract, prepare
schedules and statement (Question 2 ).. ........................... 149
Understatement of, show effect on financial statements
(Question 7) ...............................................
............ 117
Valuation methods, which acceptable and which improper
(Question 1) .................................................................... 143
Valuation of, define terms used in (Question 4) ...............
83
Verification and testing of material in solid formation
(Question 9) ............................................. .................... 160
Verification of, with respect to extended auditing procedures
(Question 2) ....................................................................
1
INVESTMENTS AND SECURITIES
Examination of stocks and income, from books of corporation,
outline procedure (Question 3 )........................................... 73
LANDLORD AND TENANT
What constitutes relationship of (Question 1)....................... 68
LAST-IN, FIRST-OUT METHOD
(See “Inventory’’)
LEASE
Provisions, convenants and conditions of, describe
(Question 1) .................................................................... 68
LIABILITY
Contingent, for notes receivable, balance-sheet treatment
(Question 9) ...................................................................... 145
For goods purchased, when recorded and exceptions to
(Question 2) ........................................................................ 82
LIEN
On mortgage, what included in (Question 4 )......................... 39
LIFE TENANT AND REMAINDERMAN
Depreciation for estate taxation, who is entitled to
(Question 4) .................................................................... 127
Rights and liabilities (Question 12)...................................... 131
LIQUIDATION AND RECEIVERSHIP
(See also “Bankruptcy”)
Dissolution of corporation and forming of partnership, pre
pare balance-sheet (Question 3 )......................................... 139
Partnership dissolution, discharge of obligations in absence
of agreement (Question 6 )................................................. 129
Partnership loss and accounts, prepare from data
(Question 5) .................................................................... 26
Transactions and operations during, prepare worksheet and
statements, from data (Question 2 )................................ 21
Transactions before and after, prepare statement of regula
tion and liquidation (Question 1 )...................................... 147
LOWER OF COST OR MARKET BASIS
(See “Inventories”)
MACHINE TOOLS
Cost of, on books of corporation, discuss accounting treat
ment (Question 12) .......................................................... 59
MACHINERY
Accelerated use of, with relation to repairs, how shown in
statements (Question 8) ........................... ......................... 145
Termination of contract for manufacture of (Question 11).. 118
MANUFACTURING COMPANY
Adjusted unit costs and decrease in gross profits of, prepare
statements from data (Question 2 ).................................... 45
Audit program for current liabilities, prepare (Question 2 ).. 159
174
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MANUFACTURING COMPANY—C o n t i n u e d
paGE
Balance-sheet revision, as to form, content and presentation
(Question 1) .................................................................... 104
Costs, variances andinventory balances, prepare statement
of (Question 2) ...................................................... .......... 121
MARKET
Define term, as used in inventory valuation (Question 4 ) . . . . 83
MARSHALING OF ASSETS
Explain term and give illustration (Question 5 ).................... 40
MATERIALS
Voucher authorization for payment on purchase of, de
scribe internal audit (Question 12).................................... 103
MEETINGS, CORPORATE
Held in state other than that of incorporation (Question 4 ).. 15
Minute books, necessity for examination of, by auditor
(Question 10) ............................................................. .
75
Minutes of board of directors, examination by auditor,
effect on report (Question 10).......................................
161
Minutes of, examination for authorization of transactions
(Question 8) ....................................................................
2
MERCHANDISE
Included in balance-sheet on basis of inventory, what steps
in examination of records (Question 5)............................. 101
MINING COMPANY
Costs and inventory valuation, prepare comparative statement
and comment on methods (Question 1 )............................. 32
Plant and equipment cost, treatment of, with regard to
accelerated depreciation (Question 12) ........................... 146
MINORITY INTERESTS
Prepare statement, from data (Question 1)...........................
5
MINUTES OF MEETINGS
(See “Meetings, Corporate”)
MOLASSES COMPANY
Costs of molasses used in production of alcohol, prepare
statements, from data (Question 3 ).................................. 66
MORTGAGE
Examination by auditor, as to ownership, outline procedure
(Question 2) .................................................................... 100
Leases subject to, discuss (Question 1) ................................. 68
Payment of principal, to avoid interest, legality of
(Question 1 1 ).................................................................... 17
What is covered in lien of (Question 4 )............................... 39
MORTGAGOR AND MORTGAGEE
Distinguish between (Question 11)....................................... 17
MUNICIPAL ACCOUNTS
Balance-sheet and statements, prepare from data (Question 4) 12
Balance-sheet and work sheet, prepare from data and com
ment on adequacy of accounting system (Question 3 ) .... 52
Balance-sheet, statements and work sheet, prepare from data
(Question 3 )........................................................................ 47
Balance-sheet, statements of revenue, expenditures and
budget estimates, prepare from data (Question 2 )............. 108
“Encumbrances” and “encumbrance accounts” explain mean
ing and use (Question 12).............................................. 118
Segregate data into applicable fund or account (Question 2). 137
Work schedule, showing funds and bonded debt, prepare
from data (Question 1 ).................................................... . 87
NATURAL BUSINESS YEAR
Define term and determine for manufacturing concern
(Question 10) .................................................................... 30
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PAGE
NEGOTIABLE INSTRUMENTS
(See also “Commercial paper” ; “Notes”)
Alteration of, discuss enforcement of (Question 2 )............. 153
Ambiguous, rules regarding (Question 3 )............................. 127
95
How executed by agent (Question 1 ) . . . . . .......
Indorsements struck out of note, give ruling on (Question 2) 153
Wording of draft as affecting its negotiability (Question 11) 72
NET WORTH
Of corporation, describe on balance-sheet, showing treat
ment of no-par stock and surplus (Question 2 )................ 55
NEW YORK STOCK EXCHANGE
Instructions regarding valuation of inventories (Question 9). 58
NO-PAR STOCK
(See “Capital stock”)
NOTES
(See also “Commercial paper” ; “Negotiable instruments )
Addition of provision for interest, discuss enforcement of
153
(Question 2) ...........................
Indorsement “without recourse,” liability of indorser
(Question 4) ................ .......... ..................... ................... 96
Indorsements struck out, give ruling on (Question 2 )......... 153
Negotiated as security on debt, right of indorsee to recover
(Question 4) ....... .......... ................................ ................ 96
Promissory, negotiability of, for payment by instalments
(Question 9) .......................................................... ......... 17
Receivable, liability for, balance-sheet treatment (Question 9) 145
Rediscount of, by Federal Reserve Bank (Question 1 0 ).... 17
Rights of holder of, against last indorsers (Question 3). — 127
OFFICE BUILDINGS
Rental income of, describe audit procedure (Question 1 1 )... 103
OPERATING EXPENSES
What may be treated as capital expenditures (Question 11).. 85
ORIGINAL COST
Define term, as used in public utility accounting
(Question 9) ...................................................................... 117
OVERHEAD EXPENSES
Fixed and variable, distinguish, between (Question 6 )......... 145
PAPER COMPANY
Capitalization of cost of property of, describe accounting
theory (Question 4 )........................................... ................ 116
PARTNERSHIP
Assignment of property by partner (Question 3 ).................. 15
Bankruptcy claim against, for unpaid income tax of partner
(Question 10) ............................ ..................................... 157
Conversion to corporation, explain additional audit procedure
(Question 8) ......................... ........................................ 102
D eterm in a tio n o f, in g iv e n circu m stan ces (Q u estio n 3 ) ..........
15
Dissolution, discharge of obligations, in absence of agree
ment (Question 6 ) . . . ........................................................ 129
Dissolution, prepare statements from data (Question 3 )....... 79
Formed after corporate dissolution, prepare balance-sheet
from data (Question 3 )........................................... .......... 139
Liability of creditors, in carrying on insolvent business
(Question 10) ............................................................... . 157
Limited, define and explain (Question 7 )............................... 71
Liquidation of, prepare statement and profit and loss ac
counts, from data (Question 5) ......................................... 26
Realty of, how held (Question 12)...................... ............. 131
Unpaid note as claim against bankrupt (Question 11)......... 98
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PARTS

For machines, in terminated contract, accounting treatment
(Question 11) ....................... ........... .......................... 118
For machines, inventory system for, describe plan and veri
fication of (Question 11) ................................................ 30
Unused after termination of contract, accounting treatment
(Question 11) . . . . . .
.................................................... 146
PATENTS
Questions relating to present patent laws (Question 12)---- 43
ransfers, renewals, and value of, explain and discuss
T
(Question 6) ................................................................. .
97
PAYROLLS
. . . .
Internal check and control of, give essential points in
(Question 7) ............................................. ............ 29
Social security legislation, types of and compliance with, in
payroll examination (Question 6 )........................................ 74
PENSIONS
Reserve for, how examined by auditor (Question 3 )........... 132
PETTY CASH
(See “Cash”)
PRINCIPAL AND INCOME
Statements of, for executor, prepare from data (Question 2) 78
PRODUCTION COSTS
Comparable, how to obtain, discuss from data (Question 10). 58
PROFESSIONAL ETHICS
Independence of accountants, define and give rules of con
duct (Question 1)............................. ........ ...................... 100
PROFIT AND LOSS
(See also “Losses” ; “Profits” ; “Statements”)
In partnership liquidation, prepare account from data
(Question 5) ...................................................................... 26
PROFITS
Gross, decrease in, prepare statements from data
(Question 2) ..................................................................... 45
PROMISSORY NOTES
(See “Notes”)
PROMOTION EXPENSES
Without supporting detail, describe auditors’ duty regarding
(Question 6) ...................................................................... 133
PROPERTY
Adjustments to control account and what exceptions indi
cated in certificate (Question 4 )........................................ 100
Idle, accounting, treatment on company’s books (Question 5) 83
Of manufacturing company, state auditing procedure relat
ing to (Question 7) ............................................................ 133
Personal, attached to real property, covered in lien
(Question 4) ..................................................................... 39
PROPERTY ACCOUNT
Additions to, describe auditing procedure regarding
(Question 7) ............................................................. .
133
Adjustments to, for revaluation and depreciation purposes
(Question 7)
...................................... ......................... 84
A d ju stm en ts to, p rior to con solid ation , prepare statem en t
(Question 2) ..................................................................... 51
Basis for valuation, give opinion (Question 3 ).................... 55
Corrected to show appraisal increase and reserve for de
preciation (Question 1)...................................................... 136
PUBLIC. UTILITY COMPANY
Capitalization of cost of property of, describe accounting
theory (Question 4 )....... .................................................... 116
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PUBLIC UTILITY COMPANY—C o n t i n u e d
“Original cost" and “adjustment account”, define terms
(Question 9) ....................................................................
PURCHASES
Liability for, when recorded and exceptions to (Question 2). 82
RAILROAD COMPANY
. .
Freight charges for hauling own material, how treated in its
accounts (Question 6) ...................................................... 57
REAL ESTATE
Balance-sheet and income ledger for realty company, prepare
from data (Question 1) .................... ......... ..................... 119
Examination by auditor, as to ownership, outline procedure
(Question 2) ......................................... ........................... 100
Fixtures and building on leased property, right of tenant to
remove (Question 9) ........................................................ 157
Of partnership, how held (Question 12)......... ................ 131
Rental income of office buildings, describe audit procedure
(Question 11) .................................................... .............. 103
Verification of ownership o f , in first audit, describe proce
dure (Question 1) ........................................................... 159
What property covered by lien of mortgage on (Question 4). 39
REAL PROPERTY
(See “Real estate”)
RECEIPTS AND DISBURSEMENTS
Examination procedure, discuss purpose of (Question 7 )__ 102
Statements on, prepare from data (Question 2 ) . ................ 61
RECEIVABLES
Definition, with relation to turnover (Question 11).............. 58
RECEIVERSHIP
(See “Liquidation and receivership”)
REFEREE IN BANKRUPTCY
How appointed and define duties of (Question 7 )................ 16
REGULATION S-X
(See “Securities and exchange commission”)
RENEGOTIATION
(See “Contracts, Government”)
RENTS
In office buildings, describe audit procedure (Question 11).. 103
REORGANIZATION
Balance-sheet and statement, before and after, prepare from
data (Question 2) ............................................................. 89
Of coal company in different state, prepare worksheets and
balance-sheets (Question 1 )................................................. 19
REPAIRS.
To machinery, where use of is abnormal, show treatment in
financial statements (Question 8 )...................................... 145
REPORTS AND CERTIFICATES, AUDITORS’
C ertificate g iven by auditor, fo r lim ited au dit (Q u estio n 3 ) . . 100
Disclosure in, of change in inventory methods (Question 5) .. 74
Disclosure in, of conversion to war production and of prob
able losses (Question 8 ).................................................... 29
Exceptions indicated on, regarding adjustments to property
control account (Question 4 ).. ........................................ 100
Independence of opinion, with respect to extent of work done
(Question 11) ................................................................... 75
Non-confirmation of receivables and refusal to give access to
minutes and books, effect on (Question 10)........................ 161
Qualifications on, regarding restrictions to audit of homeoffice records (Question 2 ).................................................. 27
Qualifications or exceptions on, indicate and show treatment
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REPORTS AND CERTIFICATES, AUDITORS’—C o n t i n u e d page
of (Question 10)................................................................. 103
Short-form certificate, state essentials and give illustration
(Question 1) .................................................................... 132
Short-form, modification of, with relation to valuation of raw
materials inventory (Question 1 )........................................ 50
Short-form, unqualified, state extent of auditing procedure
implied (Question 12)........................... .................. .
4
RESERVES
Accounts for, in financial statements, determine correctness
of (Question 6 )................................................................... 102
And related charges in profit and loss statement, why and
how examined by auditor (Question 3 ).............................. 132
For finance charges on instalment sales, define and discuss
accounting treatment (Question 12).................................... 75
For war costs and losses, give illustrations (Question 9 ) .... 85
RESORT HOTELS
(See “Hotels”)
RETAIL TRADE
Reserve and memorandum accounts of, necessary audit pro
cedures for (Question 9 ).................................................... 75
REVENUE
Accrual of, on contracts, discuss (Question 7 )...................... 57
SALES
Buyer’s remedy in breach of warranty (Question 6 )............ 16
Contract of, does agreement constitute (Question 10)........... 72
“Cut-off”, auditing procedure relating to (Question 4 )......... 132
Delivered, why a sound basis for revenue, discuss
(Question 7) ...................................................................... 57
Goods delivered “on sale or return”, rule regarding title
(Question 8) .................................................................... 97
In bulk, define and describe (Question 8 )......... ................... 130
Passing of title on, accounting treatment (Question 1 0 ).... 146
Recording of income for COD, instalment, future delivery,
consignment, by-products, and scrap (Question 2 )............. 115
Rights of parties, in regard to warranty (Question 2 )......... 14
Sale and contract to sell, distinguish between (Question 8 ).. 97
Settlement of controversies, by arbitration (Question 5 ) .... 70
3
Verification of, outline auditing procedure (Question 1 0 )....
SCHOOLS, COLLEGES, ETC.
Tuition income, describe audit procedure (Question 11)....... 103
SECURITIES AND EXCHANGE COMMISSION
Inventory valuation, ruling from Regulation S-X
(Question 9) .................................................................... 58
Rules on independence of accountants (Question 1 )............. 100
SERVICES
To oneself, how treated in accounts (Question 6 ).................. 57
SET-OFF AND COUNTERCLAIMS
Between corporation and stockholder (Question 5 )................ 128
Right of bank against depositor (Question 7 )....................... 129
SHIPMENT OF GOODS
Legal responsibility for transportation of freight and pas
sengers (Question 11) ...................................................................... 42
What constitutes, by common carrier and what liability
(Question 9) ...................................................................... 130
SHORT-FORM REPORT OR CERTIFICATE
•
(See “Reports and certificates, Auditors’ ”)
SINKING FUND
Verification of transactions in fund in custody of trustee
(Question 4) ...................................................... . ..............
1
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SOCIAL SECURITY
PAGE
Legislation and orders relating to, compliance with, in ex
amination of payrolls (Question 6 ).................................... 74
SOLE PROPRIETOR
Accounting records, prepare from incomplete data
(Question 3) ...................................................................... 112
STANDARD COSTS
Downward revision of, discuss (Question 1)......................... 82
STATEMENTS
Charge and discharge, and other statements of executor of
estate (Question 1).............................................................. 44
Consolidated, minority interests and surplus and goodwill,
prepare from data (Question 1 )..........................................
5
Decrease in gross profits and adjusted unit costs, prepare
from data (Question 2) ................................................... 45
Effects of proposed reorganization on, prepare from data
(Question 2) ....................................................................... 89
Long-term liabilities on, auditors' procedure regarding
(Question 9) ....................................................................... 102
Municipal revenues, expenditures and budget estimates, pre
pare from data (Question 2 )............................................... 108
Municipal revenues, expenditures and surplus, prepare from
data (Question 3 ).............................................................
47
Principal and income, for executor, prepare from data
(Question 2) ....................................................................... 78
rofit and loss, prepare from data (Question 3 ).................... 10
P
Realization and liquidation, before and after receivership
(Question 1) ..................................................................... 147
Receipts and disbursements, and application of funds, pre
pare from data (Question 2 )............................................. 61
STATUTE OF FRAUDS
Contracts in writing under, name and explain (Question 3 ).. 154
STATUTE OF LIMITATIONS
Define, explain purpose, and illustrate (Question 5 )............. 15
S (See
T O
‘‘Capital
C K
Stock”)
STOCK CERTIFICATE
Accountability for, and rights of stockbroker, in regard to
(Question 10) ..................................................................... 41
STOCK DIVIDENDS
(See "Dividends")
STOCKBROKER
Rights and accountability in matter of stock certificates
(Question 10) .................................................................... 41
Right to share in profits of business (Question 3 ).............
96
STOPPAGE IN TRANSITU
Describe rights under (Question 8 )........................................ 130
STUB PLAN
Of accounting for customer’s balances, describe (Question 6) ..117
SUBCONTRACTOR
Cost determination for government contracts, objections to
and proposed revision (Question 9 ).................................... 29
SUBROGATION
Right of surety to (Question 2 )............................................. 68
SUBSCRIPTIONS
To publications, recording of income from (Question 2 )___ 115
SUBSIDIARIES
(See "Holding company and subsidiaries”)
SURETY
Release and discharge of principal debtor, effect on
(Question 10) ....................... .......................
130
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SURETY—Continued
PAGE
Rights of, explain and illustrate (Question 2 )...................... 68
SURPLUS
Balance-sheet treatment of, to show capital of corporation,
prepare from data (Question 2 ).......................................... 55
Consolidated statement of, prepare from data (Question 1 )..
5
TAXATION
(See “Excess profits taxes” : "Income taxes”)
TENANT
Right to remove fixtures from building and building from
land (Question 9 )............................................................... 157
Rights and obligations of, discuss (Question 1 ).................... 68
TENDER
In contract, define and give effect of (Question 2 )................ 95
TESTAMENTARY TRUSTEE
Define and explain duties of (Question 2 )............................. 38
TESTIMONY
Certified public accountant as expert witness (Question 12).. 72
THEORY OF ACCOUNTS
(See “Accounting theory and practice”)
TITLE
Passing of, explain meaning (Question 8 ).............................. 130
Passing of, on goods undelivered, accounting treatment
(Question 10) ..................................................................... 146
TRADEMARKS
Transfers, renewals and value of, explain and discuss
(Question 6) ....................................................................... 97
TRAVELING EXPENSES
Paid by blank signed checks, outline auditing procedure and
recommendations regarding (Question 11)........................
3
TREASURER’S DEPARTMENT
Duties of, regarding disbursements by check (Question 5 ).. 133
TREASURY BONDS
(See "Bonds")
TREASURY STOCK
(See “Capital stock”)
TREASURY TAX NOTES
(See “United States treasury tax notes”)
TRUSTEE
(See also “Executors and trustees”)
Corporation as, for stockholders (Question 3 )........................ 69
Define and state duties (Question 7 )...................................... 97
Duty and liability, with regard to fraud of agent
(Question 12) ..................................................................... 158
In bankruptcy, define and explain duties (Question 7 )......... 16
In bankruptcy, how selected and rights of (Question 11)__ 131
TRUSTS
(See “Executors and trustees”)
TURNOVER
Define and give illustrations of various uses (Question 11).. 58
UNAMORTIZED BOND DISCOUNT AND EXPENSE
ACCOUNT
What included in (Question 3 )............................................. 143
UNIFORM STOCK TRANSFER ACT

Ownership of stolen stock under (Question 4 )...................... 155
UNIFORM SYSTEMS OF ACCOUNTS
(See “Accounting systems”)
UNIT BASIS
(See “Depreciation”)
UNITED STATES TREASURY TAX NOTES
Balance-sheet treatment (Question 6 )...............................
2
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USURY
PAGE
Legality of agreement regarding compound interest
(Question 1) ...................................................................... 38
VALUATION
(See also “Inventory”)
Appraisal increase on property, prepare corrected account
(Question 1) ...................................................................... 136
Appreciation in, of fixed assets of corporation, give opinion
(Question 3) ...............................................................
55
Book value of stock at death of stockholder and how shown
on company’s books (Question 3 )...................................... 91
Of assets, how decline in, is shown on statements
(Question 4) ...................................................................... 144
Of inventories by “last-in, first-out” and “lifo” methods,
discuss (Question 8 )........... ........................................... 57
Of inventories, rulings by professional or government bodies
(Question 9) ..... ............................................................... 58
Revaluation of property on company’s books, prepare adjust
ments (Question 7 )............................................................. 84
Treasury no-par common stock issued to employee
(Question 8) ..................................................................... 84
VARIABLE EXPENSES
And fixed expenses, distinguish between (Question 6 )........... 145
VOTING RIGHTS
On stock held as collateral by bank (Question 4 ).................. 155
VOTING TRUST
Define and explain purpose (Question 4 )............................... 15
VOUCHER
Authorization for payment of materials purchased, describe
internal audit of (Question 12)......................................... 103
WAR
Effects of, with relation to debtor, creditor and surety
(Question 2) ...................................................................... 68
WAR PRODUCTION
(See also “Contracts, Government”)
Conversion to and probable losses from, disclosure on au
ditor’s report (Question 8) ................................................. 29
Costs and losses, reserve for, give illustrations (Question 9 ).. 85
WAREHOUSEMAN
Define and state liability as bailee (Question 10).................. 98
WARRANTY
Buyer’s remedy in breach of (Question 6 )............................. 16
Rights of parties in sale of goods (Question 2 )................... 14
WILLS
Incorporation of documents into, and attestation clause in,
explain (Question 7 ).......................................................... 156
WITNESS
(See “Testimony”)
WORK SHEETS
Fire loss adjustments, prepare from data (Question 2 ).........
8
Consolidated accounts, prepare from data (Question 1 ).......
5
Municipal general fund, prepare from data (Question 3 ) .... 47
Municipal, showing adjustments, prepare from data
(Question 3) ...................................................................... 52
Reorganization and consolidation, prepare from data
(Question 1) .................................. ................................... 19
WORKING CAPITAL
Definition, with relation to turnover (Question 11)............. 58
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E X A M I N A T I O N Q U E S T IO N S
MAY, 1942, TO
NOVEM BER, 1944,
IN C LU SIV E

DUTIES OF THE JUNIOR ACCOUNTANT By Alfred B. Cipriani
Tells the junior accountant what to do and how to do it,
from his assignment to an engagement to the conclusion of
the audit.
$1.50

One of the ideal ways of prepar
ing for an examination is to re
view the questions and problems
which have been presented in
previous examinations.

DUTIES OF THE SENIOR ACCOUNTANT By F. W. Thornton
Like a conference with the senior partner, this book gives
you just the needed advice to enable you to proceed with
confidence when a perplexing problem faces you or an un
usual situation arises.
$1.25

This book contains the problems
and questions in accounting,
theory and law prepared by the
board of examiners of the Ameri
can Institute of Accountants and
adopted by a majority of state
boards.
P r ic e $1.50

OTH ER E D IT IO N S A V A IL A B L E
EXAMINATION QUESTIONS
May, 1936, to Nov., 1938
$1.50
EXAMINATION QUESTIONS
May, 1939, to Nov., 1941
$1 .5 0

TW ENTY-FIVE YEARS OF ACCOUNTING RESPONSIBILITY
By George O. May
A collection of essays and discussions by the former senior
partner of one of the largest accounting firms in the world,
who has had unusual opportunities to observe the changes
in accountancy during one of the important epochs in the
history of the profession. A peculiarly interesting contribu
tion to the literature of accountancy.
$3.00

